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EXECUTIVE SUMMARY 

A. Problem and Overview 

The inadequacy of term lending f a c i l i t i e s  for private small and 
medium scale agrobusinesses in Thailand was believed t o  be a constraint 
t o  the growth of th i s  ta rge t  g r o u p  and  the i r  ab i l i t y  to. contribute t o  
Thai1 a n d ' s  development goal s ,  ( generate empl oyment, a n d  increase 
production, processing and distribution of foods and re1 ated products). 

B. US Assistance 

In Septeher  1982, AID/PRE made a $2 mill ion loan t o  Siam Commercial 
Bank (SCB)  t o  be matched by them for on-lending t o  the target  group. SCB 
used the 54 million t o  finance 15 small and medium agrobusiness 
enterprises. 

AID/PRE also made available t o  SCB $150,000 in grant funds to  t ra in  
SCB sfaff in techniques of term lending for agrobusiness 
(insti tution-building).  

The project was designed to t e s t  the hypothesis tha t  IF1 Is can, be 
ut i l ized effectively to  channel term lending on a commercial basis to  a 
private sector target  group and thereby achieve s ignif icant  levels of 
development impact. 

C. Purpose of Evaluation - Mid-Term Review: 
i 

1 )  To.provide guidance to  PRE to  allow for  c o r r d ~ t i o n s  and 
adjustments in the project Is management t o  improve project 
implementation. 

2) To offer guidance t o  PRE and t o  other Bureaus and Missions i n  
AID w i t h  respect to  the overall project framework and approach 
in terms of i t s  repl icabi l i ty .  

D. Major Findings 

The hypothesis i s  correct - term lending to small and medium 
scale agrobusiness i s  an important means to  channel private 
sector resource f l  ows toward important national development 
objectives. IF I1s ,  i f  provided with resources and guidance, 
w i  11 finance commercial ly  viable projects that  have significant 
devel opment impact. 

SCB, the implementing agent d i d  a superb job  i n  project 
selection and loan processing. I t  was motivated in large part  
by a desire to  demonstrate that  i t  could perform t o  U.S. 
s tanda-rds. . 
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There was a modest b u t  positive effect  on SCB's inst i tut ional  
development. The PRE loan, as a follow on t o  the IFC loan of 
1978, probably played a supportive role to  SCB's e f for t s  t o  
increase i t s  term 1 ending portfol io ,  develop procedures, recrui t  
andm.train s t a f f  t o  evaluate requests for term lending. 

The i n i t i a l  design of the project suffered from lack of c l a r i ty  
and poor ar t iculat ion of the project proposes. 

The development impact resulting from the 15 subloans was 
substantial. I t  included more than 840 jobs created a t  an 
average loan cost per job of $4775. 2/3 of the subborrowers are  
involved i n  exporting the i r  products; 80% of the borrowers have 
introduced new technology. 

E. Project Desi sn and Pol icy I m ~ l  ications 

See Major Findings 1 and 4 

F. Recommendations 

1. Project Design 

I t  should be recognized that  the Siam Commercial Bank loan 
project was the f i r s t  for  the Bureau for Private Enterprise. Careful 
review of the IOP, IP and Project Agreement suggest that  PRE should use 
Agency resources to a greater degree i n  i t s  project .design ac t iv i t i e s .  
I n  particular there i s  a need t o  devote more a t ten t i?  to  the economic 
s i tuat ion in the country. Economists in the Asia Bureau and the Bangkok 
Mission could have been helpful i n  t h i s  respect. There i s  also evidence 
tha t  P R E  did n o t  ful ly  understand the small and medium scale enterprises 
in Thailand that  i t  was attempting to  target.  While SCB was able to  
build i t s  portfolio according to  the guidelines provided by P R E ,  there i s  
some evidence tha t  the guidelines did not define the target  group PRE 
really wanted t o  reach. There are private sector and small and medium 
scale enterprise capabi l i t ies  in S&T tha t  could have been tapped for th i s  
purpose, Agribusiness c redi t ,  particularly in the Thai context i s  
another cornpl icated subject where PRE could have benefited from 
assistance and, i n  turn designed a more effective project. The 
Eva1 uation Team recommends that  PRE give careful consideration to  using 
Central Bureau and Mission assistance i n  the course of developing i t s  
1 oan/grant projects. 

2. Implementation Plan 

We believe the Bureau for Prjvate Enterprise should take the 
time t o  develop a thoughtful implementation plan which specifies what the 
Business Advisory Service i s  a l l  about, how i t  should function and what 
grant financed. ac t iv i t i e s  shoul d be undertaken to  support the process. 



IFC assistance could be helpful, since the concept originated with tha t  
organization. PRE should then discuss i t s  approach with Siam Commercial 
Bank and. obtain i t s  agreement or incorporate i t s  amendments. All 
available funds (perhaps $75.000) should eventually be ut i l ized and the 
term of the Grant should be'extended while funds are s t i l l  available. 
Every e f fo r t  should be made t o  integrate relevant USAID Thailand Rural 
Industrial Strategy components into th i s  institution-building process, as 
these s t rategies  evolve. This will permit the BAS concept to  mature over 
a longer period of  time than PRE Grant funds could otherwise allow. 

Continuity 

One should also consider that  SCB would be understandably 
reluctant to  establish new procedures and practices for a program of t h i s  
modest magnitude without any indication of PRE or AID'S intention t o  add 
new resources to  the program once the i n i t i a l  tranche of $2 million was 
fu l ly  committed. The branch managers have now become aware of th i s  
program and would l ike  to  offer  t h i s  f a c i l i t y  to  the i r  customers. 
Unfortunately the AID funds are now ful ly  committed. I t  would be highly 
desireable to  find a means to  continue t h i s  e f fo r t  w i t h  SCB, i n  order to  
consolidate the gains achieved i n  inst i tut ion building, ,and to  encourage 
SCB and perhaps other lenders to  press forward. 

The P R E  loan provides for a two year grace period and repayment 
over the remaining 8 years. The portfol io' of 15 subloans has an average 
term of 5 t o  6 years. Reflows should therefore begin in the third year. 
The SCB/AID program could be continued without further commitment of A I D  
funds i f  SCB were willing to u t i l i ze  loan reflows and,match them, perhaps 
on a 80/20 ra t io ,  w i t h  SCB's own resources. There i s  \some indication 
that  SCB m i g h t  be receptive to  such a proposal i f  t h i s  change i n  the 
agreement will not resu l t  i n  additional AID audit  requirements to  be 
imposed on SCB. Perhaps th i s  second round of subloans can be directed a t  
smal l e r  scale enterprises than the f i r s t  round. 

The project deserves to  be continued. The accomplishments to  
date, particularly w i t h  respect t o  the in te res t  and enthusiasm of the 
senior of f ic ia l s  of SCB for term lending to  the small and medium scale 
agrobusiness sector should not be l e f t  t o  atrophy. 

The rural industri a1 i taton project being designed by USAID 
Thailandmay be able to  build on the experience and momentum generated by 
the PRE/SCB Loan. An opportunity exis ts  for USAID  Thailand t o  capi tal ize  
on th i s  recent experience. 

4.  Focus on Target Group 

The SCB focused on the largekt scale segment of the target group 
which met the c r i t e r i a  of the loan agreement. I t  i s  t h i s  s ize  of 
entreprise w i t h  which SCB finds i t s e l f  most comfortable. We be1 ieve ( b u t  
the documents do not specify) PRE intended to u t i l i z e  t h i s  project t o  



. 
s h i f t  SCB's focus to  a new class of borrower; one considerably smaller i n  

* scale. This did not happen. We believe the definit ion used to  specify 
maximum size of entreprises e l ig ib le  under the loan may have been too 
large. 

1 

. r 
, ,. 5. Foreign Exchange Risk -. * 1 

The requirement for the subborrower to. assume the foreign 
exchange risk of 1 oan repayment t o  the US Government i s  a bad idea. The 

. Government of Thailand might be asked t o  guarantee the risk.  
. A1 ternately,  some system of insurance could be uti 1 ized, whereby 

. subborrowers are allowed t o  pay a small annual premium i n  return for 
coverage. This i s  the practice with respect t o  the AID/PRE loan i n  

. Kenya. 

Su- 
6. Exclusivity 

The AID/PRE loan established an exclusive arrangement w i t h  S C B  
to  implement the program. SCB i s  one of Thailand's largest  commercial 

..- t banks; ye t  i t  only has an 8% market share. We question the propriety for 
. %  AID to develop exclusive arrangements with one commercial bank and 

caution against such arrangements i n  the future. 

. . 7. For the convenience of the reader, the specific recommendations 
. contained in the body of the report (pages 26-27) are repeated below: 

b. PRE must indicate whether i t  intends to  follow the current 
Project w i t h  a similar or larger Project or advise i f ,  
having conducted th i s  experimental Project, i t  i s  pulling 
o u t  and leaving on-going ac t iv i ty  of a similar nature t o  
S C B  or USAID Bangkok or both. Feedback from the SCB 
Seminar, Financing Agro-Business, September 1984, indicates 
there is  growing Branch in teres t  i n  the loan concept, t o  
which the Agribusiness Advisory Service concept i s  
re1 ated. 

a. The Bureau for Private Enterprise ( P R E )  must t rans la te  the 
vague language of the Agreement i n t o  a 'c,oncrete a n d  
coherent Agribusiness Advisory Service (ABAS) proposal to 
which the Siam Commercial Bank can respond. There i s  no 
evidence tha t  SCB understands the concept in the collective 
mind of  PRE. I t  would seem that  neither Washington-based 
IFC nor  PRE have the local presence t o  ensure t h a t  the 
concept i s  understood and implemented. I f  permissable, the 
term of the Grant should match the term of the Loan. 

c. Whether or not PRE stays i n  t h i s  ac t iv i ty  i n  Thailand 
long-term, i t  needs the help of an Agribusiness IQC to  
develop and implement a BAS plan for i t s  worldwide 



agribusiness loans w i t h  grant components. PRE's Investment 
Office has neither the time nor agribusiness experience to  
undertake t h i s  act ivi ty .  

d. * . I t  i s  very important that  USAID Thailand's "Strategy for 
Rural Industralization in Thailand" be reviewed i n  terms of 
the role IFI ' s  in general, and SCB i n  par.ticular might play 
in implementation. I t s  focus on Agro-Processing and i t s  
recognition of the need (Small Enterprise Assistance 
Program) for consul tation services and entrepreneur 
training might provide the basis for the long term USAID 
commitments tha t  will be needed, particularly i f  PRE sees 
i t s  involvement as ending with th i s  Project. 

e. Finally and i n  concert with the above ac t iv i t i e s ,  SCB 
should review i t s  experience with small and medium size 
term loans for  the agribusiness industry. Is  i t  a 
promising business development act ivi ty? Is  i t  possible to  
reach further down into the rural agricultural  c lass  and 
begin to  develop a new target  group and entreprenurial 
class. The current l i s t  of Subborrowers does not represent 
a new target  group. The current port i fol io  does no t  
require an agribusiness advisory service much beyond what 
i s  now provided. Additional discussions should be held 
between SCB and USAID/PRE and Mission to  determine i f  the 
loan and related business advisory service concepts can be 
developed to  a greater extent than i s  

* 
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I .  EVALUATION OBJECTIVES A K D  APPROACH 

A.  Description of Pro%iect 

The project  i s  described i n  the "Scope of Work" fo r  the mid-term 
eval uation as fol 1 ows : % 

"The loan t o  t h e  Siam Comme'rcial Bank (493-T-032), a pr ivate  
i n s t i t u t i o n ,  i n  the amount of $2,000,000 was t o  c r ea t e  
a f a c i l i t y  t o  be managed by the Rank, to  provide on-lending, 
financing, and servicing t o  pr ivate  Thai-owned or controlled 
m a l l  and medium sized agribusiness projects  located i n  
d i s t r i c t s  outside of Bangkok. A . I . D .  a l so  provided a $150,000 
grant  t o  provide t ra in ing  t o  Bank personnel, i n  agribusiness 
term lending. The agreement was signed on September 21, 1982, 
with the Bank providing matching funds of $2,000,000 fo r  
a to ta l  commitment of $4,150,000. The estimated project  

.completion date i s  September 30, 1992. 

Total Disbursed t o  Date: $2,000,000 

Although t h i s  evaluation i s  viewed as a mid-term review, 
t h i s  project  i s  f u l l y  disbursed, w i t h  15 sub-loans." 

B. Conduct of Evaluation 

This mid term evaluation was performed during the period 
October 16-30, 1984, 25 months a f t e r  the Project  Aghement was signed. 
A t  the time of the evaluation team's work, 15 ~ub loahs  with a t o t a l  value 
of $4.0 million ( t he  f u l l  amount of the  P R E  loan plus bank matching funds) 
had been approved and disbursed by Siam Commercial Rank (SCB). Of the 
$150,000 in AID Grant Funds approved fo r  i n s t i t u t i ona l  development and 
t ra in ing approximately $50,000 had been u t i l i z ed  fo r  t h e i r  intended 
purpose. 

The 

a 1 

mid-term evaluation is  intended t o  serve two purposes: 
k 

i t  should provide guidance t o  P P E  t o  allow fo r  correct ions  and 
adjustments i n  the p ro j ec t ' s  management t o  improve project  
implementation, and 

i t  should o f fe r  guidance t o  PRE and t o  other bureaus and 
missions i n  A I D  w i t h  respect  t o  the overall project  f ra~ework 
and approach i n  terms of i t s  r ep l i c ab i l i t y  i n  other countries.  

The evaluation team followed the  guidance provided i n  the 
"Scope of Work" dated September 28, 1984 ( see  attachment I  ) I t  examined 
the SCB loan f i l e s  f o r  each of the 15 approved projects  a r p e r f o r m e d  8 s i t e  
visits t o  a  geographically dispersed sample of those approved projects  t h a t  
were well a,ling or already operational .  I t  examined the  SCB organizational 



structure and 
, inst i tut ional  
practices and 

loan approval procedures t o  learn the extent t o  which 
changes had been made to  accomodate medium term lending 
the proposed Business Advisory Services (BAS) concept. 

examined the impact o f  the project against development goals and made 
attempt to'gain an impressior: of the direct  development impact of the 
project  as a whole, and the Subloans i n  par t icu lar ,  notwithstanding the fac t  
that  fungibili ty o f  credi t  f a c i l i t i e s  causes such analysis t o  be 
of questionable re1 iabi l  ity..!.! 

In the in te res t  of achievinq rapid evaluation feedback, the team 
reviewed i t s  findings w i t h  
findings to  USAID/Thail and 
Mission i n  structuring i t s  

senior o f f j c i a l s  of SCB. I t  a1 so presented i t s  
so that  t h i s  information m i g h t  help the A I D  
newly proposed Rural Industrialization Project. 

1/ - See 3.D. Von Pischke and Dale W. Adams, "Fungibility and the Design 
and Eva1 uation of Agricul tural Credit Projects". American Journal 
of Agricultural Economics, Vol. 62 No. 4 November 1980. 



I I .  PR(U ECT ON ECTIVES 

The investment opportunity proposal (IOP) was prepared in early 1982. 
I t  does not contain a "Log-Frame" which would include data on which t o  
evaluate project performance in meeting the desired objectives. The loan 
funds provided by AID would be matched by Siam Commercial Bank for " .. . 
on-lending to agribusiness and related small and  medium-scale private sector 
projects in rural areas of Thailand .. . for terms of 5-8 years, for  the 
financing of expansion, long term capital investment., equipment, techno1 ogy 
etc;  b u t  specifically not for short term working capital or for  revolving 
1 oans because such financing i s  a1 ready available from other sources". 

The investment proposal ( I P )  was prepared in June 1982. The IP 
does n o t  contain a "log-frame". The purpose of the loan i s  " ... to  offer 
mediumterm on-lending, financing and servicing to  private Thai-owned or 
control 1 ed small and medium-sized agribusiness projects". The IP contains 
a long l i s t  of development goals of the Thai Government and the USAID, t h a t  
have relevance t o  t h i s  project. I t  then asser ts  tha t ,  "The design of th i s  
project i s  consistent with these goals, f ac i l i t a t ing  and  accelerating both 
local and foreign private investment in labor intensive and agribusiness 
industries". There i s  no indication however, of the anticipated impact 
which the commitment of resources under t h i s  project i s  to  have on these 
devel opment goal s. 

The "Activity Data Sheet" submitted by AID t o  the US Congress, 
describes the purpose of the project as follows: 

"To accel er-ate economic development in the a'bricul tural sector 
of Thailand by providing financing and Business Advisory Services 
to  small and medium-size agribusinesses to generate employment and 
to  increase the production, processing and dis t r ibut ion of foods 
and related products". 

The Project Agreement dated September 21, 1982, was signed by the 
Executive Director of the Siam Commercial Rank and the Deputy Assistant 
Administrator, AID/PRE. The Agreement defines the project purpose "... t o  
provide credi t  to the subborrowers for a longer-term and a t  more favorable 
rates than are currently available. In addition, borrower will provide 
certain business advisory services t o  subborrowers which will be supported 
and supplemented by certain A.I.D. Grant Financed Activit ies".  

Annex A t o  the Project Agreement dated September 21,  1982 describes 
the project  objectives as  fol lows:  

" I .  OBJECTIVES 

The purpose of the project i s  t o  a s s i s t  in the expansion and 
growth of Thailand's small and medium-sized agribusinesses. The 
project recognizes the Royal Thai Government's desire to  develop 
t h e  agricultural sector and the important role  of agribusiness in 



the economic development of Thailand i n  general, and in generating 
employment, increased productivity, and foreign exchange earnings, 

. i n  particular. Toward th i s  end, the Borrower will provide 
medium-term financing and business advisory services to  qualified 
small and medium-sized agribusinesses ("Subborrowers"). The total  
amount of Subloan funds t o  be made available under the Project 
will be U.S. $4 million equivalent, consisting of $2 million 
dollars provided by AID and of the equivalent $2 million i n  Thai 
Baht from the Borrower's own resources". 

As can be seen from the foregoing extracts,  there i s  no clear 
statement defining the project ' s  intended objectives i n  terms tha t  Send 
themselves t o  quantative, or even reasonably re l iab le  subjective 
measurement. This design flaw has created large d i f f i cu l t i e s  for our 
evaluation ef for t .  If  the team were t o  evaluate the project ' s  achievements 
purely on the basis of the purpose described above, we would quickly 
conclude that  Siam Commercial Bank used PRE funds t o  "provide credi t  t o  the 
subborrowers for a longer term and a t  more favorable rates  than are 
currently 'available".  All 15 subloans meet tha t  c r i t e r i a .  B u t  we believe 
more was intended by the PRE project. 

There appear t o  be several assumptions underlying the project; 
( a )  unsatisfied demand for term credi t  ex is t s  among small and medium scale 
agribusiness enterprises in rural Thailand; ( b )  commercial banks, through 
the i r  rural branch networks do not now meet t h i s  demand b u t  can and should 
do so, thereby eliminating a c r i t i ca l  constraint to the expansion of 
economic activity- by t h i s  segment of the Rural Ent,erprise Sector; and 
( c )  AID can work with the Siam Commercial Bank to bpons t ra te  how a term 
lending program linked t o  a busi.ness advisory service should operate, i n  
the hope that  additional resources of the commercial banking system will 
subsequently be similarly appl ied. 

The evaluation team has imputed a "demonstration effect" t o  the 
purposes of the project even though no mention i s  made of i t  i n  the 
documentation, because the magnitude of the pro jec t ' s  resources are 
miniscule i n  re1 a t i  on t o  any reasonable estimates of rural agribusiness 
term credi t  demand, or current lending levels.  Absent a demonstration 
ef fec t ,  the team would have had to  evaluate the impact of a portfolio of 
15 loans made to rural enterprises,  on the total  c redi t  needs of the target 
group. Prima facie such an impact would be near zero even i f  there were 
no substi tution effect  and a l l  loans were ful ly  additional. 

I t  would have been he1 p f u l  t o  the work o f  the evaluation team i f  the 
f o l l o w i n g  questions had been considered a t  t h e  time the project was approved 
for f u n d i n g  by PRE. 

1. Is  there evidence that  there are a s ignif icant  nurcber of 
entrepreneurs i n  the target  group who  seek term credi t  f a c i l i t i e s  
and whose expansion needs are curtailed by the absence or shortage 
of.term credi t  a t  commercial bank rates  and terms? 



2. Is  lending to these entrepreneurs subject to  other constraints,  
besides the avai labi l i ty  of term credi t  that  can be overcome 
or mitigated by a business advisory service or other services 
performed by Commercial Ban'ks? 
a. 

3 .  Are comvercial banks an effective implmenting agent t o  
supply the needed term credi t  and  to  a s s i s t  in overcomming 
these constraints? 

The project documentation does not discuss these very complicated 
issues nor does i t  indicate whether they were examined by PRE prior to  
execution of the Loan Agreement. On the other hand, PRE views th is  project 
as one of several loans to intermediate financial ins t i tu t ions  (IF1 Is )  i n  
LDC1s t o  t e s t  the hypothesis that  resources injected into the commercial 
c redi t  system for term lending to  the target group will contribute more 
ef f ic ien t ly  to  the achievement of the country's development goals via 
stimulating private sector ac t iv i ty ,  than would an equivalent allocation of 
resources in some other way. This project will also be evaluated in terms 
of i t s  u t i l i t y  to t e s t  tha t  hypothesis. 

USAID Bangkok i s  now i n  the process of  developing a strategy for rural 
industri a1 development i n  Thai1 and. Their work addresses some aspects of 
the three issues identified above. The evaluation team has examined the 
material and has drawn upon i t  to  the extent i t  has confidence in the 
methodology used to  arrive a t  the i r  findings. We have also sought t o  gain 
an impression of current conditions affecting term credi t  for  agribusiness, 
from discussions w i t h  SCB branch managers, zonal managers, senior SCB 
off icers ,  o f f i c i a l s  of Bank of Tkail and, off icers  'qf other commercial banks 
and from ,interviews with the subborrowers. \ 
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I 11. ECONOMIC OVERVIEW 

A )  General Review 

The IP contains a description of economic conditions prevail ing 
in mid 1982, the time the project was considered for approval. This 
description i s  quoted below i n  i t s  entirety: t . 

"In 1981, Thailand, 1 ike many other countries of the world, 
suffered from the disruptive effects  of inf lat ion,  slow 
economic growth, unemployment, high in teres t  ra tes  and 
a resul t ing '1 iquidi ty shortage. Thai 1 and, however, fared 
bet ter  than most LDC's, as t igh t  money problems were alleviated 
by s ignif icant  financial measures adopted by the Thai 
authorit ies.  These steps incl uded a 1 % across-the-board 
increase in domestic in te res t  ra tes ,  a temporary suspension of 
the withholding tax on foreign borrowings, and a n  o f f ic ia l  swap 

, arrangement which guaranteed comniercial banks against r isks from 
the unstable value of the Baht currency. Also, the relat ively 
stable price of oi l  in the world market and the favorable o u t p u t  
from the Thai agricultural sector helped ease the fundamental 
economic problems. Nevertheless, balance of payment def ic i t s  
and inf lat ion continue to  r e s t r i c t  achievement of s t ab i l i t y  in 
the Thai economy." 

For readers who may, perhaps, not be ful ly  content with th i s  
very abbreviated - statement, we incl ude re1 evant excerpts from a reporting 
telegram prepared by AMEMBASSY BANGKOK on June l9,\1984, (BANGKOK 31 002 ) 

\ 

There i s  no question b u t  t ha t  Thailand was among the most 
successful of the developing countries durina the 1960 and 1970. 
Real econimic growth over the period averaged more than 8 percent 
per year. Combined with a fa1 1 ing b i r thra te ,  per capita incomes 
rose substantizlly and s ignif icant  progress was made in dealing 
with problems of poverty. A communications and transportation 
network was bu i l t  which blankets the country. While the economy 
remained highly dependent on agriculture,  s ignif icant  industr ia l ,  ,, 
service and financial sectors emerged. Exports of commodities and 
manufactured products played an important role in stimulating 
domestic demand and employment and in financing imports. The 
1 eve1 of external debt remained moderate. 

As i t  has grown, Thailand's econony has remained relat ively open. 
During the 4 years 1979-83, imports accounted for approximately 25 
percent o f  gross domestic product ( G D P )  and exports for 
approximately 20 percent, I n  t h i s  period, the country remained 
highly dependent on imports of oi l  to  meet the country's growing 
energy demands. 



Thailand was thus h i t  hard by the two oi l  shocks of 1974 and 1979, 
even though the effects  of the former were masked by policy 
measures which delayed the ful l  impact until the end of the 
decade. The sharp deterioration in the terms of trade which 
Thailand experienced in the l a t e  1970s and early 1980 p u t  
increasing pressure on the country's current account balances and 
on the pace of domestic economic activity.'" The effects  were 
compounded by the emergence of high real in te res t  ra tes  i n  the 
international financial marketplace and by the deep recession 
experienced worldwide among Thai1 and's trading partners. Domestic 
inf lat ion rate  rose rapidly, topping 20 percent in 1981. 

Growth rates in Thailand in the 1980 have fal len considerably from 
the more rapid rates of the previous two decades. Between 1980, 
and 1983, real growth in the Thai econotxy averaged only about 5 
percent per year. The decline in the population growth ra te  
achieved over the previous 20 years may have reached a plateau a t  
about 2 percent, suggesting that  i t  will be increasingly 
d i f f i c u l t  t o  meet per capita growth r a t e  targets in the future. 
A t  the same time, the labor force has continued t o  grow rapidly, 
over 3 percent per year, making employment absorption a major 
emerging issue. 

The deterioration in the terms of trade caused a rapidly widening 
current account de f i c i t ,  in 1983 over 63 b i l l  ion. The level of 
external debt rose quickly between 1978 and 1982, and the country 
faced growing imbalances between the levels of investment and 
savings and between government expenditu*~ and revenues. 

% \ 

I t  became obvious to  Thai policy makers and to  other observers of 
the Thai economic scene, that  substantial adjustments would have 
to be made in the Thai economy i f  the country were t o  face the 
challenges of the 80. I n  1980 and 1981, the country's planners 
formulated the 5th National Social and Economic Development Pl an 
(1982-86) which la id heavy emphasis on the need for structural 
adjustment. In 1982, and again i n  1983, Thailand received 
assistance from the World Bank i n  the form two structural 
adjustment 1 oans. 

The agricultural sector remains the leading sector of the Thai 
G D P .  I t  accounts for over 70 percent of total  employment 
nationwide, 60 percent of the country's export earning, and 
provides the basis for more than half of Thailand's manufactured 
output. Y e t  agricul ture 's  share of GDP has been fa l l ing  steadily 
since the mid 1970. In  1978, for example, agriculture accounted 
for 27.5 percent of G D P .  .By 1983 the same figure had fallen to  
21.8 percent. The outlook i s  for agricul ture 's  share t o  continue 
to  shrink. In absolute terms, the real ra te  of growth of output 
in . the agriculture sector has fal len from the annual increases of 
5 q n d  6 percent experienced during the 1960's and early 1970's t o  
o'nly about 1 percent per year between 1978 and 1983. 



"10. The reasons for the relat ive decline i n  agriculture are manifold. 
Rapid growth in the past was based on a n  expansion of the amount 

. of land under cul t ivation and the application of additional inputs 
of labor. While th i s  may have been consistent with the country's 
Fesource endoment in the past, a t  present most of the land 
suitable for p r o d u c t i o n  has already been p u t  under cultivation and  
farmers are more and more being forced info marginal land. 
Outmoded farming techniques have led t o  soil  erosion and  
depletion, and  ecological problems. Access to  i r r igat ion 
f a c i l i t i e s ,  particularly in the poorer areas in the Northeastern 
section of the country i s  limited. Government pricing policies 
tend t o  hold down farmgate prices and hence the returns t o  
farmers. Rural c redi t  f a c i l i t i e s  are scarce and  in te res t  ra tes ,  
expecially in the informal financial sector, are high. As a 
resu l t ,  use of improved seed variet ies ,  f e r t i l i z e r s ,  insecticides 
i s  limited and  yields per hectare are among the lowest in Asia. 

Five major areas of agricultural pol icy reform have emerged. 
Incentives for production have been enhanced t h r o u g h  deregulation 
of the agricultural market place and the reduction of export 
taxes. Efforts have been made t o  improve and expand research and  
extension services t o  provide technical assistance t o  farmers. 
Land tenure rules and t i t l i n g  procedures have been upgraded. 
Continuing emphasis has been placed on expanding rural 
infrastructure and agricul tural c redi t  faci 1 i t i es .  

"13. Yet despite the progress made t o  date, ttje projections are for  
continued slow growth in Thai agricul t ~ r e ~ o v e r  the next few 

'years. The NESDB optimistically predicts ' that o u t p u t  will expand 
a t  2.7 percent per year t h r o u g h  the end of th i s  decade, 
considerably below the 5 percent annual growth  target  c i ted in the 
5th Development. Plan. The primary causes for the lower growth 
cited by the NESDB are the low ra te  a t  which new lands can be 
brought into cultivation and depressed commodity prices worldwide 
which have lowered incentives to  production. The primary resul ts  
of these lower growth rates  are i n  the areas of employment 
generation and rural-urban migration. Employment in the 
agricultural sector i s  expected to  grow by only about one percent 
per year, resulting in growing unemployment and underemployment in 
rural areas. Fewer employment opportunities in rural areas will 
increase the flow of largely unskilled workers t o  the c i t y ,  
exacerbating existing urban problems. " 

I t  should be noted that  the PRE loan agreement was executed 
in mid 1982, while Thailand was experiencing the depths of a recession. 
The intervening period saw substantial improvements in macro economic 
performance. GNP increased by 6% in 1983. Inflation, which ran a t  12.7% 
in 1981, was reduced to 5.2% in 1982, and further dropped t o  3.8% i n  1983, 
as measured by the consumer price index. Domestic private investment 
'increased by:21.9% in 1983, from a contraction of 11 .1% i n  1982. 



With economic act ivi ty  on the increase, and the B a h t  t ied t o  t h e  
increasingly val ued U.S. Do1 1 ar, severe imbalances in the current account 
balance of payments have material ized. Thai 1 and had steadfastly adhered to  
conservative foreign borrowing practices and has retained i t s  excellent 
internatioaal c redi t  ratings; yet  pressure on imports has caused some 
deterioration in i t s  position. I t s  debt service to  export ra t io ,  which 
stood a t  10.7% in 1975, now stands a t  20.42. I t s  cuben t  account de f i c i t  
as a percent of GDP h i t  7.1% in 1983. The trade de f i c i t  for 1903 total led 
Baht 89 Billion, a large j u m p  from the 1982 de f i c i t  of Baht 36.1 Billion. 

Thailand's pol icy responses to  th i s  problem appear to  be e f for t s  
to push i t s  exports (subsidies) ,  tighten credi t ,  establish disincentives 
for imports (dut ies ) ,  and consequently slow the rate  of economic growth. 

The B a h t ,  which i s  t ied to  the U.S. Dollar, has remained valued 
a t  about 23 Baht per 61 U.S. throughout the period of the loan. The value 
of the Baht in relation to  the D-Mark, however, rose from 10 Baht per D-Mark 
in January 1982, t o  8.4 Baht per D-Mark in December 1983, thereby making i t  
less  a t t rac t ive  t o  export and more a t t rac t ive  t o  import. 

Net public borrowing t o  meet the Government budget de f i c i t  for 
1983, totalled 36.1 Billion B a h t ,  of which the commercial banks and other 
financial inst i tut ions covered 17.2 Billion R a h t .  

B. Term Lending in Thailand 

As i s  the case in many countries, term lending i s  a re lat ively new 
concept for the commercial banking system of Thai l and. Unti 1 recently 
investment relied on heavily collateralized overdraft f a c i l i t i e s ,  
particularly in the agricultural sector. Informed opinion within Thailand's 
banking community and the Thai Government economic policy makers holds t h a t  
term lending i s  needed to finance the restructuring of the agriculture 
sector as the country moves from subsistence farming into techno/i ndustrial 
specialization with forward linkages into agri-business. 

A t  the same time there i s  a strong philosophical reluctance to  
intervene in the operation of market forces via government regulation for 
c redi t  allocation or subsidies. An  increasing number of exceptions t o  t h i s  
approach have manifested themselves ( i . e .  in te res t  ra te  ceil ings are  s e t  a t  
17 1/2% for agriculture and 19% for everything else;  60% of deposits in 
rural branches must be len t  loca l ly ; )  b u t  these are modest measures compared 
w i t h  those inst i tuted by other countries. 

I* . The f i r s t  e f fo r t  by an A I D  donor to  attempt assistance t o  
f a c i l i t a t e  term lending by Thai commercial banks seems t o  have been made by 

Y the International Finance Corp. ( A n .  a f f i l  i a t e  o f  the World Bank]. In 1978 . . IFC provided a participatory loan in the amount of $2 million to  the Siam 
. .  * . . '  . Commercial Bank in which the IFC l ine  financed 70% of the value of each 

. .  .. sub-loan while SCB financed the other 30%, with the risk shared by IFC/SCE 
-.?. on a 70/30 b3sis. This IFC l ine,  administered by SCB, financed 13 

0 - 
. . 



sub-projects. I t  also called upon SCB to establish a business advisory 
service to a s s i s t  sub-borrowers in project design and preparation of loan 
appl ications. 

During the past 5 years, the Thai Government has received offers 
of assistance from the IBRD and IFAD for A P E X  loans ($120 Million) to  be 
used for on-1 ending to the agricul tural sector through commercial banks. 
(Apparantly I R R D  i s  n o t  impressed with the operations of the Government's 
"Bank for Agriculture and Agricul tural Cooperatives". ) The Thai Government 
has declined to  accept these loans even though the blended ra te  would be 
concessional (about 8 % ) ,  arguing that  i t  d i d  not need foreign borrowing to 
achieve th i s  purpose and could create the needed c red i t  through domestic 
monetary means i f  i t  chose to  do so. 

Other Government financial inst i tut ions,  such as The Industrial 
Finance Corporation of Thailand ( IFCT)  and Bank for Agriculture and 
Agricultural Cooperatives ( B A A C )  provide term lending a t  preferential terms 
t o  specified target groups. 

The PRE loan made in 1982, seems to be a follow on to the IFC 
loan. I t  i s  therefore one additional "stepping stone" on the path pursued 
by the Thai Government and donors over the past 10 years t o  expand term 
lending in the commercial banking system. 

In recent months, USAID/Bangkok has examined the c redi t  and 
capital problems of rural industrialization in Thailand with a view t o  
arr ive a t  a strategyl/  t ha t  would u t i l i z e  the resources of the private 
sector to meet the country's development ob jectivei,  I t  ident i f ies  the 
rural small and medium scale rural enterprises as the target group. 

Pointing out tha t  there are sharp differences of judgment among 
different  analysts as to  the extent t o  which credi t  in normal circumstances 
i s  a constraint on the formation or growth of small and medium enterprises,  
i t  examines th i s  problem i n  Thailand for the target  group and concludes, 

". . . that a )  c redi t ,  especially for working capital i s  a serious 
constraint; b )  tha t  the informal c redi t  market imposes much higher 
in te res t  rates than the formal system, with estimates ranging from 
a 5-7% premium (over commercial bank ra tes )  on loans extended by 
friends and relat ives ,  to  rates  charged by input suppliers 
averaging around 100% and ranging u p  t o  over 200%; c )  tha t  these 
constraints f a l l  most heavily on small enterprises and are  more 
severe i n  the provinces t h a n  i n  the Bangkok region". 

1/ R - ural Industrialization i n  Thailand Strategy - USAID/Thailand 
September 28, 1984 



In summary, "As f a r  as rural industrialization i s  concerned, the 
conservative practices of  bank branches regarding col lateral  are a 
s ignif icant  constraint on new entry to small-scale manufacturing 
and on the scale of any new or expansion investment project, 
h r e l  ated tT3G inherent needs or ~ o t e n t i a l  i t i e s  of the ~ r o j e c t .  , - 
Conservative practices respecting maturities similarly a1 so 
constrain less  well established enterprises  and expose enterprises 
with limited collateral  to  severe financial risk during gestation 
periods or times of general economic contraction. While the 
financial system does n o t  appear to  impart any bias against 
provincial commercial enterprises (especial ly as the branches have 
expanded provincial coverage so rapidly in the past few years) ,  i t  
may harbor a significant bias i n  the lower land valuations for 
collateral  (mentioned above) and certainly contains no concessions 
tha t  would act  as off-sets to  the urban bias of general 
industrialization pol icy described ear l ie r" .  

"Small enterprises appear to  be placed a t  a disadvantage re la t ive  
to large enterprises because of the i r  more limited col lateral  
( land)  ownership, and the i r  consequent heavier reliance on the 
more expensive credi t  of the informal market. Considering tha t  
the small e r  enterprises have been found t o  be re1 iabl e borrowers 
and apparently earn suff ic ient  prof i t  t o  afford the higher 
infori~al in te res t  ra tes ,  and that  the banks are said t o  regard 
large manufacturing ventures as r i sk ier  than small ones, one might 
pl ausibly conclude that  the "conservative" and traditional 1 ending 
practices of the formal system are i n  e f fec t  (and paradoxically) 
m g  against the i r  best potential c l ients" .  

\ 

The resul ts  of a recently completed USAID financed study of the 
s tatus  of rural industries in Thailand i s  also of interest .  I t s  findings 
are described i n  the USAID Strategy Paper. 

"The study indicated that  22% of the firms surveyed planned 
expansions requiring 276 million Baht in additional financing. 
Half of th i s  financing was expected to  come from commercial 
banks. The remainder would have t o  come from other sources. i 

I f  these figures are extrapolated to a l l  rural businesses w i t h  the 
same character is t ics  as those i n  the sample the current demand for  
credi t  from existing rural firms beyond that  expected to  come from 
commercial banks i s  on the order of half a b i l l ion  dollars.  This 
study also found t h a t  57% of the firms surveyed indicated t h a t  
adequate finance was e i ther  the most important or second most 
important constraint t o  expansion". 

The PRE loan t o  the Siam Commercial Bank would appear t o  address 
economic development goals that  are taking on increasing importance to  the 
USAID Mission in Thailand. The experiences of the P R E  project may well 
offer  some relevant guidance to  the AID Mission i n  understanding some of the 
available optgons t o  f a c i l i t a t e  the avai labi l i ty  of c red i t  t o  i t s  target  
group. 



IV. INSTITUTIONAL REVIEW AND EVALUATION 

A. Siam Commercial Bank Lendins Oaerations 

This we1 l-establ  ished Bank, the Country's o ldes t ,  i s  generally 
viewed as one of the  leaders i n  i t s  industry. 

a. 

Information developed i n  the course of the team's v i s i t ,  and the  
impressions gained through personal contact  with various l eve l s  of 
management and s t a f f  tend t o  confirm this reputat ion.  

1. Management: 

The Bank i s  headed by Mr. Tarrin Nimmanahaeminda, a graduate 
of Stanford University, supported by a f i ve  man executive team as  shown in 
the Table of Organization, which follows. 

The Board of Directors of 11 members i s  chaired by Mr. 
Poonperm Krairiksh, Director General of the Crown Property Bureau which owns 
44% of the  Bank's outstanding shares. Other Directors are: 

Pol. Gen. Luang Chart Trakarnkosol , 
Commanding General, Pol i ce  Forces (Reti red)  

Col. Chinda Na Songkhla, 
Director General, Civil Service Commission (Ret i red)  

J i  nta Boonya-Akom, \ \ Off ic ia l ,  Crown Property Bureau (Re t i red)  

Pong Sarasi  n ,  
Industr i  a1 i s t  (Coca-Col a Bottl i n g )  

Prachuab Bhi  rombhakdi , 
Industr i  a1 i s t  (Singha Beer) 

Anand Panyarachun, 
Indust r ia l  i s t  (Text i les  and Other) 

Mom Luang Thawisan Ladawan, 
Personal Secretary t o  H . M .  The King 

Prachi t r  Yossundara, 
Chairman of the Executive Committee and former 
Chief Executive Officer 

Tarri n Nirnmanahaeminda, 
President  and Chief Executive Officer  

. Vdis Sundarananda 
' Executive Vice President  



2. Financial  Performance: 

June 30, 1983 and 1964 Balance Sheets  and P r o f i t  and Loss 
s ta tements ,  a r e  c e r t i f i e d  by J a i y o s  & Co., Chartered Accountants and 
Auditors.  -S igni f icant  items as of June 30, 1984, a re :  

Mill ion U.S4 Dollars  Change 
Mil l ion Baht @ Baht 23/US$ 1 1984/1983 

Assets  51,609 2,244 35.3% 
Deposits 38,305 1,665 42.4 
Loans 35,495 1,543 39.0 
Capi t a l  Funds 2,203 96 30.8 

Revenues 3,066 133 43.1 
Expenses 2,810 , 122 40.3 
P r o f i t  Before Taxes 3 73 16 82.3 
Net Af ter  Taxes 256 11 81.9 

Fourth in  s i z e  among Thai land ' s  s ix t een  commercial banks, SCB 
accounts f o r  approximately 8% of depos i t s  and 7.5% of  t o t a l  loans i n  t he  
System. Cons is ten t  growth is  a t t r i b u t e d  t o  qua1 i t y  se rv ices ,  far-reaching 
automation and a country-wide network of 154 branches, including 8 opened i n  
1984. In  add i t ion ,  branches a r e  operated i n  New York, Los Angeles and 
London. 

Although standards of bank p r o f i t a b i l i t y  i n  Thailand a r e  not 
r e a d i l y  ava i lab le ;  t h e  Bank scored impressive gains i n  t h e  f i r s t  h a l f  of t h e  
c u r r e n t  year:  \ 

Return on Total Assets (6 Months): 0.49% 
Up 36% from 1983 

Return on Equity (6 Months):. 10.39 
Up 35.1% 

Met Prof i  t /Total  Revenues 8.3 
Up 27.7% 

3. Loans, Loan P o l i c i e s ,  and Regulations: 

The June 30, 1984, domestic loan p o r t f o l i o  of Baht 28.5 B i l l i o n  
(US$1,239 Mil l ion)  includes Head Office loans of Baht 11.9 B i l l i on  (42%) 
and those of t h e  Branch system of Baht  16.5 B i l l i o n  (58%), d i s t r i b u t e d  
a s  follows: 

Indus t r i a l  Sec tor  31.9% 
Commerce 26.3 
Consumers 11.4 
Real Es t a t e  and Construct ion 10.0 
Agricul t u r e  8.1 
All Other 12.3 



Close t o  50% of SCB's domestic lending takes the form of 
overdrafts, with the remainder in b i l l s  receivable (20%) and time loans 
(30%); . the l a t t e r  can run as long as 10 years ( i n  real e s t a t e )  although the 
majority does n o t  go beyond the 3 to  5 year range. 

Lending tends t o  be on a secured basis,  although bank 
management i s  quick to  point out tha t  the lending dec-ision i s  primarily 
influenced by considerations speaking to  a prospective borrower's character, 
reputation, experience and ab i l i t y ,  and to  the business rationale of his 
proposal. Good col la teral  does not necessarily make a bad idea bankable in 
the eyes of the people a t  Siam Commercial. 

The lending process i s  structured so as to  involve the en t i re  
organization, with considerable interplay between managers and account 
off icers  a t  the branches, and loan special is ts  and senior off icers  a t  Head 
Office. Responsibility for generating, evaluating and monitoring loans, and 
for administering the loan approval process, res t s  with the Credit and 
Marketing Department ( fo r  Head Office Business) and the Branch Credit 
Department ( for  the Branch System). Lending-power i s  a function of ab i l i t y  
and need, rather than s tatus .  Individual authority runs from Baht 
100,OOO/5OO,OOO for Branch Managers and 500,000/2,000,000 for Regional 
Managers w i t h  jurisdiction over from 8 to  15 Branch Offices, to  Baht 3 ,  5 or 
10 Million for Senior Executives. Exposure of more than 10 Million to  any 
one borrower requires approval by the President. 

Current regulations of Thailand's monetary authorit ies provide 
for an absolute 1 jmit of a Bank's risk assets a t  12\.5 times capital funds; 
within th i s  aggregate cei l ing,  no more than 25% of fapita1 may be a t  risk to  
any one c l ien t .  Additional res t ra in ts  on c redi t  arel in  e f fec t ,  1 imi t i  ng 
expansion over 1983 outstandings. 

Interestingly,  banks are compelled to d i rec t  a t  l eas t  13% of 
the i r  deposits to the agricultural sector; and to  place any shortfal l  with 
an of f ic ia l  agricultural credi t  inst i tut ion a t  punitive rates  of interest .  
Although in apparent accord with the imperative need for agricultural c red i t  
in what i s  s t i l l  an agriculture-based economy, Thai bankers contend that  
limited opportunities and h i g h  risk have caused the banking sector to  f a l l  
short of prescribed targets. A t  year-end 1983, 18.5% of the total  banking 
system's required credi t  t o  agriculture was i n  fac t  not len t  out; instead, 
i t  was placed on deposit with the Bank for Agriculture and Agricultural 
Cooperatives, a t  a loss to  the depositing inst i tut ions.  Siam Commercial 
Bank, th i s  year, has been able t o  meet i t s  13% target;  AID jo in t  project 
loans are excluded, as agreed. 

The Government's special concern with the agricultural sector 
i s  also evidenced by a stipulation t h a t  bank branches i n  rural communities 
employ 60% of the i r  deposits i n  loans to  borrowers in the i r  area. In 
addition, the maximum rate  of in te res t  allowed for agricultural lending i s  
s e t  a t  1.5% below the otherwise permitted maximum loan r a t e  ( a t  present, 
17.5% and 19%$. 



4. Lending Procedures: 

Step by step lending procedures applied t o  transactions under 
the AID Joi-nt Lending Program have been outlined by SCB as follows: 

a. Credit Request 
+% 

1. Account off icer  a t  branch office proposes the AID 
Join t  Lending Program t o  prospecive customer. 

2. Prospective customer submits proposal s to  branch 
office.  

b. Credit Analvsis and Recommendation 

i )  A t  Branch Office 

- Account off icer  a t  branch office screens the 
submitted project with respect to  qualifications s e t  
by AID, the v iab i l i ty  of the project and SCB's 
c redi t  approval standard. 

- Branch off ice submits c redi t  report to  Head 
Office. 

i i )  A t  Head Office 
'; - Account off icer  a t  Head Office will consider the 

project w i t h  respect to  the burpose of  the loan, 
marketing condition, experience of  the management, 
the collateral  and ab i l i t y  of the prospective 
customer to  repay. 

- The credi t  package will be discussed before being 
recommended for approval or turned down. 

c. Credit Presentation 

1. The account off icer  a t  Head Office prepares c redi t  
report together w i t h  c red i t  approval form and submits to  
Credit Authorities w i t h  appropriate recommendations and 
comments. The credi t  approval form will be comprehensive 
including l imi t ,  pricing, co l la te ra l ,  terms and 
condi t i  ons. 

2. Department Manager will further present t he  package 
u p  through Credit Authorities Channel. 

3. A t  any point i n  the process, any al terat ion on 
pricing or structure may be overruled by authorit ies.  



d. Credit Imp1 ementations 

1. Account off icer  a t  Head Office informs branch 
manager of the final decision made by the management for 
each credi t  package. 

2. Account off icer  a t  Head .Office will report the 
disbursement to AID while account off icer  a t  branch 
office will notify prospective customer and prepare a l l  
required 1 egal documents. 

3. When a l l  required documents are completed and the 
inward remittance has been received, the amount will be 
coverted to local currency and credited to  the customer's 
account a t  branch off ice together with the portion 
extended by SCB. 

e. Cr'edi t Fol l-ow-Up 

After approval, the account off icer  a t  branch off ice and 
head office will review the project and v i s i t  the customer from time t o  
time. 

As indicated ear l ie r ,  col la teral  i s  a key though n o t  a 
determining factor. Broad involvement of numerous level s of the 
organization must be viewed as a strong point in th i s  bank's c redi t  
practices. Participation of senior management similarly gives credence to  
the image of sound lending. The organization seems\surprisingly free of the 
r ig id i ty  and excessive formalism often found i n  simixar situations; 
s t ructural ly ,  the two lending departments appear to  s t r e s s  f l ex ib i l i t y  and 
cooperation between each other and within the i r  component units,  as 
follows: 

Branch Credit Department Credit & Marketing Department 

- Metropolitan Division - Industrial Division 
- Upcountry Division - Commercial Division 
- Agricultural Division - Analysis Division 
- Credit Control & Follow-up - Credit Control & Follow-up 

A Commodity Group, jurisdictionally part  of Branch - 
Credit, and the Small and Medium Size Industrial Enterprise U n i t  which 
reports t o  Credit and Marketing, i n  e f fec t  cut across departmental l ines  and  
service the needs of b o t h .  

component of each 
work -out process. 

The Control & Fol.10~-Up Units administer the problem loan 
portfolio,  bringing disinterested objectivity to  the 



5. Small and Medium Size Industrial Enterprise U n i t  (SMIE) 

This four-person team has the dual function of administrative 
and reporting support to  lending branches a n d  divisions participating in the 
AID joint  lending program (and an ea r l i e r  scheme of cooperation w i t h  IFC)  
while simultaneously functioning as a lending division i n  i t s  own r ight ,  
w i t h  a portfolio of Baht 147.5 Million. In f ac t ,  one of the AID Program 
Loans (No. 14, a mung bean noodle processing operation) originated in and 
belongs to  th i s  unit.* Organizationally, SMIE also i s  responsible for  
business advisory services, discussed in greater detail  elsewhere i n  t h i s  
report. 

6. AIDISCB Jo in t  Lending Project 

The fu l l  amount of US$2,000,000 made available to  SCB for 
on-lending had been disbursed by September 17, 1984. Details of the 
portfol io are shown i n  Annex - . 

The Evaluation Team performed an examination of f i l e s ,  on-site 
v i s i t s  with Sub-borrowers, and interviews w i t h  lending off icers ,  branch and 
division personnel, and Senior Magement a t  Siam Commercial Bank. We 
conclude that:  

a )  Purposes and objectives of the project as s e t  forth i n  
detail  in Annex A to  the Project Agreement of September 
21, 1982, are being met in a satisfactory manner. 
Attention must be called to  the discussion, in section I1 

- of th i s  report, of the broader C.ssue of the objectives of 
.I t h i s  project and the i r  relevanceko term credi t  in 

Thailand's agricultural sector, and the terms and rates  
a t  which same m i g h t  currently be available. 

b )  Project implementation was managed i n  accordance w i t h  the 
provisions of the Agreement. 

c )  Conditions as to  areas of operation, regional dispersion, 
e l i g i b i l i t y  of borrowers, use of project funds, structure 
of'  financial package, s ize of sub-loans and the terms 
thereof, as we1 1 as periodic reporting requirements, are 
being met, except for: 

* Loans 1 ,  4 and 10 are administered here, as a service to the 
originating branches/divisions. 



- - The requirement tha t  subloans be for a minimum term 
of 5 and a maximum of 8 years. The transactions 
detailed below f a i l  t o  meet the stipulated minimum, 
while the maximum (Loan 1983/05) runs to  only 6 3/4 
years. 

Loan 02 disbursed Jun. 1,  '83 w/final- maturity Mar. 1988 
" 07 11 Oct. 4,'83 II Jun. 1987 
" 08 I1 Feb. 2 ,  '84 ti Sept. 1988 
" 09 I I  Feb.29, '84 I1 Sept. I988 
" 10 I I  Mar. 19, '84 I I  Sept. I988 
" 12 I t  Mar.20, '84 i t  Dec. 1988 
" 13 11 Jun. 5, '84 I I  Oct. 1988 

- - One sub-borrower (Loan 1984/10, Charnchai 
Chavachart, $100,000) i s  in default with regard to  
in te res t  due on June 30 and September 30 of the 
current year. This i s  a tobacco curing operation 
facing a reportedly d i f f i c u l t  market. The Bank has 
indicated i t s  willingness to  carry th i s  c l i en t  into 
the next season and i s  said to  be watching the 
matter carefully,  though without alarm. Non-payment 
i s  properly reflected i n  the June 30, 1984 Quarterly 
Report. 

- - No rating of sub-borrowers for credit-worthiness and 
compliance with debt service obligations has been 
developed or reported unti l\now. Not i 11 ogical ly ,  
the Bank interprets  t h i s  i teh  as an "experience" 
rating and feels  that  not enough time has elapsed 
for meaningful determinations to  be made. 

7. General Comments: 

- a. Target Group - While a l l  sub-borrowers meet the 
c r i t e r i a  of the Agreement as t o  what consti tutes small and medium s ize  
enterprises,  a few may n o t  ful ly  l ive  up  t o  the intended s p i r i t  of tha t  
definition. Thaisan Rubber Export Co. L t d . ,  for instance, though "medium" 
in s ize a t  i t s  start-up two years ago, i s  in fac t  "big business" in terms of 
a f f i l i a t ion  with companies of considerable significance. 

as a 
i nter 
upon 

The Evaluation Team does not view th i s  type o f  situation 
potential violation of the Project Agreement, b u t  rather as an 
'esting i l l u s t r a t ion  of some of the subt let ies  t h a t  can and do impact 
the e f for t s  to  define a project target  in a universally v a l i d  manner. 



b. Interest  Rate - Funds supplied by Siam Commercial as 
borrower's tranche are lent  t o  sub-borrowers a t  a variable in te res t  r a t e  
defined as 1.5% above SCB's "minimum lending rate" t h o u g h  subject t o  the 
overall ra te  ceil ings imposed by regulatory authority. AID supplied funds 
are re len t -a t  the fixed ra te  of 12% i.e. ,  the 8% paid t o  AID plus an agreed 
upon 4% margin. The 1% fee authorized in the Agreement i s  not now being 
charged. \. 

I t  i s  assumed that  t h i s  fixed r a t e h a r i a b l e  r a t e  s p l i t  i s  
in accord with the Project Agreement, although somewhat ambiguous language 
could permit a different  interpretation. 

More important though i s  the question of ju s t  how 
beneficial th i s  pricing really i s  t o  ( a )  the borrower and ( b )  the 
sub-borrowers. 

With interest-free demand deposits playing a negl i  gibl e 
role, Thai banks basically fund themselves through savings and time deposits 
a t  in te res t  ra tes  of from 9 t o  14%; supplementary funding through an 
interbank market, and Bank of Thailand rediscounts are available. While a 
fu l l  study of the local money market i s  quite beyond the scope of th i s  
evaluation team's assigned tasks, i t  should be reasonable to assume tha t  
inst i tut ions l ike  SCB operate with a funding cost of from 12 to  14%, 
including direct  in te res t  expense, operating and production costs ,  and the 
impact of reserve requirements. With lending rates  in the agricultural 
sector subject t o  a 17.5% cei l ing,  the spread available t o  the lending bank 
i s  l ikely to  average around 4.5%. Clearly, the 4%. spread (and 1% 
permissible fee) does n o t  offer  s ignif icant  extra nef i ts  to  the borrower. . t 

From the sub-borrower's standpoint, the blended ra t e  of 
14.75% (with only one half thereof subject to change) i s  of course 
a t t rac t ive ,  and the Bank has been able t o  use th i s  element t o  good advantage 
in generating business for t h i s  project. Whether t h i s  should be deemed 
suff ic ient  to  of fse t  the dollar exchange risk assumed by sub-borrowers i s  
open to question. In pricing terms one must conclude tha t  rather limited 
net benefits are derived from the below market ra te  a t  which AID funds are 
made available t o  borrower. Whether developmental impact of future projects 
might be enhanced by encouraging more agressive sub-lending through some 
type of guarantee program, while providing funds a t  or nearer t o  fu l l  market 
rates,  may well be worthy of consideration. 

c. Marketing - Project documentation gives considerable 
weight t o  the marketing of sub-loans, and some t h o u g h t  appears t o  have been 
given to A I D  playing a role i n  t h i s  process. While t h i s  team does n o t  see a 
need for such a step, and would question i t s  wisdom even i f  need were to  
exis t ,  i t  i s  interesting to  note t h e  ease w i t h  which the available funds 
were placed among jus t  15 cl ients .  



Although project data was disseminated t o  a l l  branches 
and divisions concerned in what would appear as the s t a r t  of a 
mass-marketing effor t ,*  SCB in rea l i ty  conducted a sharply focused program 
designed t o  sel l  t h i s  product t o  pre-selected prospects. This included 
start-up ventures and existing enterprises; some already were SCB customers 
while others had previously banked with competing inst i tut ions.  The Bank's 
obviously fa r  reaching knowledge of i t s  market appear-s to  have been an 
important element i n  the overall process of producing these loans. 
Branches, regions and divisions a l l  participated, with senior management 
involvement another fundamental aspect of i t s  success. The two Vice 
Presidents in charge of the Bank's lending ac t iv i t i e s  (Wirutt Ruttanakorn, 
Branch Credit, and Kriang Kiatfuengfoo, Credit and Marketing) joint ly  
managed the project, under the ul timate supervision of Senior Vice President 
Prakit Pradipasen, Assistant General Manager. 

This approach seems r e a l i s t i c  in view of the re la t ive  
diff icul ty  in locating viable projects in the particular market w i t h  which 
the program concerns i t s e l f ,  and the ease with which a well placed branch 
system i s ' l i k e l y  t o  gain awareness of any tha t  are being planned. 

Rate advantages, limited though they might be, evidently 
played a role in the successful placing of these funds. 

d. Inst i tut ion Building - Interesting intangible elements 
of inst i tut ional  development must be noted: the "glamour" of the AID 
connection, the enhanced awareness of the importance of th i s  type of 
lending, the challenge of doing something, no matter how familiar,  by a t  
l eas t  par t ia l ly  unfamiliar rules, and the knowledge that  top management i s  

permanent value to  Siam Commercial Bank. 
L watching,'all appear to play a role in t h i s  project nd are l ikely to  be of 

SCB clearly i s  in the midst of a major rejuvenation 
program affecting people, systems and policies. This type of environment 
can benefit  greatly from the challenges and stimulation inherent in the AID 
project, lending content and meaning t o  the changes under way. Thus, Senior 
Vice President Prakit Pradipasen correctly referred to  the Program as a 
" f ru i t fu l"  experience, adding that  he saw i t  as having ins t i l l ed  discipline 
in the operating practices and thought processes of his s t a f f .  

e. Portfolio Management - There can be no d o u b t  tha t  the 
requirements of Section 6.3 of the Project Agreement, cal l ing for  due 
diligence, efficiency, sound practices and qualified management, are being 
met by the Borrower i n  a to ta l ly  professional manner. I t  should nonetheless 
be understood t h a t  business practices prevailing in the rural environment o f  
Thailand's provinces can place a somewhat casual imprint on certain records 
or procedures, as for instance those surrounding a borrower's financial 
statements. A t  times, these simply do not exis t ;  often, they are % 

incomplete, and almost never can they be expected in what elsewhere might by 
viewed as a timely manner. This apparent informality should n o t  be . 



misinterpreted as reflecting unfavorably on SCB's management of the sub-loan 
portfolio. Whether formally documented or not, the Bank i s  confident t h a t  
i t  does in fac t  have ful l  and timely understanding of i t s  borrowers' 
a f fa i r s ;  t h i s  observer i s  well sa t i s f ied  tha t  t h i s  i s  indeed the case. 
Mention sho'uld be made tha t  c redi t  f i l e s  in general contain a wealth of 
information and tha t  certain elements, 1 ike the "Customer's General 
Information" summaries and  the c redi t  appl ications,  Bre of h i g h  qua1 i ty. 

f .  Foreign Exchange Risk - The dangers of having the 
sub-borrower carry the exchange risk attached to  these transactions deserve 
attention. A1 t h o u g h  ful ly i n  compl iance w i t h  the governing agreement, t h i s  
provision should have the benefit o f  further thought and study, in the best 
in te res t  of a1 1 concerned. The re1 at ive s tabi l  i ty of Thai1 and's currency 
over a good number of years makes the notion of exchange r isks  less  alarming 
than might be the case elsewhere, periodic devaluation rumors 
notwithstanding. Thus, i t  i s  not surprising tha t  the certainty of savings 
in in te res t  expense now against the possibil i ty of exchange losses l a t e r ,  
may appear t o  many as a risk worth taking. The additional argument i s  often 
made tha t  ' today's smaller enterprises may well be a l o t  stronger in future 
years and hence bet ter  able t o  cope with the costs of devaluation then 
occurring, whereas even minor in te res t  advantages are vi ta l  i n  the 
comparatively lean present. 

Valid t h o u g h  th i s  reasoning m i g h t  be, we cannot dismiss 
the potentially unfavorable consequences of t h i s  arrangement. Economically , 
devaluation of major dimensions a t  an early date could cause very serious 
damage. In addition, whatever good will AID may stek i s  1 ikely t o  disappear 
i f  sub-borrowers come to identify the program not w q t h  growth and profi ts  
b u t  w i t h  the fears of impending loss and disaster.  'Serious consideration 
should be given to  avoiding these problems through the development of an 
exchange guarantee scheme w i t h  the participation of the Bank of Thailand. 

B. Business Advisory Services (BAS)' 

Siam Commercial Bank (SCB)  involvement w i t h  the Business Advisory 
Services (BAS) concept commenced well before the development of the SCB - 
AID/PRE Loan Agreement i n  1982. Under a jo in t  International Finance 
Corporation (IFC)/SCB program in 1978 SCB se t  up a Small and Medium Scale 
Industrial Enterprise (SMSIE) Department to  hand1 e jo in t  1 oans t o  industrial 
projects. 

When the AID/PRE Private Sector Reconnaissance Team vis i ted 
T h a i l a n d  i n  February 1982 to  evaluate the general potential f o r  increased 
private investment i n  three sectors, one of  which was agribusiness, i t  noted 
the "lack of basic management slt i l l s  i n  small/medium businesses, and 
especial ly needed i f  agricul tural projects are expanded" .l/ 

1 S ~mrnary~of Private Sector Reconnaissance Team Report on Thailand 



The Investment Opportunity Proposal (IOP) of April 27, 1982, noted 
th i s  need and indicated (p.1) that  "under the AID/SCB proposal, agricultural  
development will be addressed - complementing the IFC endeavor - and the new 
program will be administered by the Department already i n  place. The name 
will then b~ changed t o  Small and  Medium Scale Enterprise Department (SMSE) 
to  re f lec t  the combined effor t" .  Under a "Services To Be Provided By SCB" 
Section (p .8) ,  the IOP talks of "advisory services as. necessary a t  the 
discretion of SCB to  assure continued h i g h  quality of loan portfolio. 
Services as well as c red i t  approvals t o  be handled through SCB's SMSE 
Department i n  Bangkok". Language which describes the current role for  BAS 
appears under the Marketing Plan ( p .  11, paragraph h )  - "When the local 
Branch i s  unable to  solve or improve a delinquency, the SCB Head Office in 
Bangkok i s  t o  be notified and necessary advisory services and help are  to  be 
given to  these borrowers". 

The Investment Proposal ( I P )  of l a t e  June 1982, refers  (p.3) 
to  a June 1,  1982 meeting when "SCB also indicated a desire to  establish 
an agribusiness advisory service ( A B A S )  to  a s s i s t  smaller borrowers and 
prospective borrowers who required assistance in loan application, 
feas ib i l i ty ,  technical, accounting and management problem solving or 
training, access to  U.S. technology or marketing s k i l l s ,  etc. ,  as a 
supplement t o  the i r  normal legal,  accounting, and professional advice. 
PRE indicated to  SCB tha t  i t  anticipated the Bank would charge a modest fee 
for the ABAS, b u t  that  PRE would be willing to  consider a 6150,000 grant to  
in t i a t e  ABAS ac t iv i t i e s .  This as ec t  of the project remains under 
consideration", the IP s t a t ed .  -3%- n e r  ~ c h n o l 5 @ ' E Z T 7 G - ~ . ~ h e  IP 
suggested tha t  "Technical services to be provided by SCB, and the new ABAS 
f a c i l i t y  which i s ' t o  be established, can engender be t te r  business practice 
and promote the sound use of c redi t  by smaller en t re~reneurs  previously 
outside the mainstream of commercial banking". The section on 

Administration (same page) summed up  t h i s  t h i n k i n g  by s tat ing tha t  
"while SCB's current Branch Credit and Agricultural Credit Departments as 
well as i t s  SMSE program can handle t h i s  loan project, the additional 
technical and advisory services from AEAS can be of particular value i n  
extending credi t  to  new, less  sophisticated borrowers i n  outlying 
d i s t r i c t s "  . W i t h  one or two exceptions Suborrowers in the SC B/PPE portfol io 
are  not the type for which additional services were contemplated in the 
"Technological Goals" and "Administration" sections of the IP. 

When the Project Agreement was signed on September 2 1 ,  1982, the 
Project Description (Annex A ,  Section VI, Agribusiness Advisory Services) 
indicated "the Borrower (SCB) wi l l ,  - when i t  deems necessary, provide 
business advisory services t o  Subborrower7, 'The assistance would take four 
forms: 

1. Help i n  identifying a t t rac t ive  new business opportunities and 
entrepreneurs. 

2; 'Help in the preparation of Subloan applications. 

3. Help i n  responding to  specific problems tha t  may ar i se  from 
time t o  time. 



4. Help in obtaining the services of specialized professionals 
where such ski1 1 s may be required. 

As was the case with the Kenya Commercial Bank ( K C B )  Agreement, 
the eight c-ategories of business management services t o  be provided went 
well beyond what could be expected from professional bankers. The agreement 
indicated tha t  "the Borrower may charge Subborrower%.an appropriate fee for 
these services". I t  was also specified tha t  "the Borrower will assemble and ' 

make available to  Subborrowers information ... pertinent to  small and 
medium-sized agribusiness development and financing i n  Thailand". Lastly, 
the Agreement specified tha t  "the Borrower and AID shall cooperate t o  
provide training for the Borrower's personnel and to  provide local and 

' 

foreign technical assistance for Subborrowers under t h i s  Project". 

As proposed in the I P ,  the Bureau for Private Enterprise provided 
a grant of $150,000 to support the Project. As described i n  Section VIII of 
Annex A ,  Grant Financed Activit ies,  "the purpose of AID grant funding i s  to  
strengthen the Borrower's abil i ty to  provide assistance to  agribusiness 
firms and. to  t ra in  the Borrower' s middle management level in agribusiness 
project analysis and technology transfer".  Two qua1 i f ied  agribusiness loan 
off icers  were t o  work solely on the development and implementation of the 
project. Funds were to  be used for the following: 

1. -Advisor(s) to  review the Borrower's agribusiness 
portfolio and i t s  procedures for analyzing credi t  risk on 
agribusiness projects. 

2 .  - Seminars for the s ta f f  of the $rower on financial 
, analysis of agribusiness investmwt proposals. 

3 .  Training courses in the United States on U.S. technology 
management and marketing know-how i n  agribusiness. 

4. Experts to  consult w i t h  and provide advice to  the 
Borrower' s customers. 

I t  was estimated tha t  Activit ies 1 and 2 would share $60,000, 
Activity 3 would require $60,000, while Activity 4 would use $30,000. 

I t  was agreed tha t  funds for commitment for  Grant-financed 
ac t iv i t i e s  would be made available for two years following the date of 
signing o f  the Agreement - September 21, 1382. 

As i n  the case i n  the KCB Loan/Grant Agreement, Gran t  
ac t iv i t i e s  have proceeded very slowly. Up t o  the time o f  the evaluation 
less  than $50,000 has been expended and on September 1 9 t h  avai labi l i ty  of 
the Grant funds was extended until ~ u n e  21, 1985. Five ac t iv i t i e s  have been 
funded so far:  



1. Two SCB Officers t o  United States for training i n  early 
1983. Estimated cost $10,000. 

2. Seminar - Pig Production and Management, Improvement of 
Production and Marketing in Thailand, September 8-1 1 ,  
1984, for SCB customers. Actual cost - $21,365. 

r, 
3. Seminar - Financing Agri-Business, September 21-23, 

1984, for SCB s ta f f .  Actual cost - $9,876. 

4.  Two SCB s taf f  to Amsterdam, Rotterdam and Hamburg to  
study various aspects of tapioca exporting and trading, 
October 1984. Estimated cost - $7,000. 

A further two week t r i p  to  the United States for two S C B  s ta f f  
t o  study the Chicken and Pig Agribusiness industries i s  in the planning 
stage and will undoubtedly occur before the June 21, 1985 cutoff date. More 
good ideas for Grant ac t iv i t i e s  are required. SCB i s  also concerned about 
the amount of time and manpower resources i t  takes to  develop and implement 
Grant ac t iv i t i e s ,  particularly the training seminars. Delays occur a t  the 
Washington end, and there i s  need for the Bureau for Private Enterprise t o  
s t a t e  more specifically how i t  wants i t s  rather broad Grant objectives to  be 
achieved. 

Based on interviews and discussions w i t h  the individuals 
involved, the following i s  the current s ta tus  of the Business Advisory 
Services in SCB: 

\ 

q 1. Top management a t  S C B  i n d i c a t e s l h a t  i t s  view of BAS has 
n o t  changed since the original discussions with IFC and l a t e r  
with P R E .  I t  does n o t  believe i t  i s  equipped to provide 
services t o  i t s  customers beyond those which banks 
t radi t ional ly provide. I f  a particular borrower needs 
non-financial help, the Bank will obtain experts. The Bank 
will provide assistance when problems emerge. 

2. The above view leads to  concern on the part  of t o p  
management about the time frame for Grant-financed ac t iv i t i e s  
- originally two years from date of Project Agreement, now 
extended to  June 21, 1985. I f  a major function of BAS i s  t o  
deal with problems as they ar i se ,  i .e.  loan delinquencies, 
should not Grant resources be available for the term of the 
loans t o  Subborrowers, since "problems" can occur a t  any p o i n t  
i n  t h i s  time frame? 

3. BAS ac t iv i t i e s  are located i n  two Bank Departments. The 
Small and Medium scale Industrial Enterprise Department 
(SMSIE) reports t o  the Vice President, Credit and 



Marketing Department. Credit and Marketing i s  a central 
Bangkok Department w i t h  corporate, as we1 1 as retai  1, 
accounts. Normally there are three SMSIE s ta f fers .  This 
group oversees four of the f i f teen subloans - numbers 1 ,  4 ,  10 
and 14, since these have head offices i n  Bangkok. The 
s ta f fers  are not industrial consultants. The agribusiness 
advisory service (ABAS) i s  centered in g n  Agricultural Credit 
Division, reporting to the Vice President, Branch Credit 
Department. However, Grant-financed ac t iv i t i e s  to  date are 
largely managed by the central Credit and Marketing 
Department. The Bank provides two qua1 i f ied  agribusiness 1 oan 
off icers  t o  work on the development and implementation of the 
project and indeed substanti a1 additional manpower resources 
were provided. In addition, the Commodity Credit Group, s ta f f  
t o  Vice President, Branch Credit Department, a s s i s t  in the 
management of the SCB/PRE portfol io. 

4. The central issue tha t  has been p u t  t o  the top management 
of the Siam Commercial Bank by the Evaluation Team i s  whether 
SMSIE and ABAS resources are t o  be used solely i n  the 
development of a small and medium size,  medium term 
agribusiness portfolio or whether they are also to  be used to  
support the portfolio over time - overcoming problems before 
they grow into account delinquencies, seizing opportunities 
which could resul t in expanded enterprises, transferring 
agricultural  technology, etc.  The l a t t e r  i s  the essence of 
the ins t i tu t ion  building which AID technical assistance seeks, 
a t  l eas t  in the original documentatio i f  not in actual 
implementation. The Bank answer i s  that i t s  use of the 
business advisory service i s  less  comprehensive - application 
processing and analysis, feasib i l  i ty studies, and the 
correction of poor performance when i t  comes to  l ight .  
However, the Bank does n o t  have a closed mind on t h i s  issue. 

5. In examining the Bank's reservations concerning the 
IFC/USAID concept of business advisory services, four 
considerations should be noted: 

Need - Some Subborrowers visited didn ' t  real ize they need 
help; others did. One glance a t  the chaos on the shop floor 
of Project 13 and the need for help i s  obvious. Grant-funds 
are available for t h i s  pwrpose. However, the Bank i s  unlikely 
to  intervene i n  a si tuation of th i s  k i n d  unless the account i s  
de l  i nquent. 



Secrecy - There i s  some concern on the part of the 
Subborrowers about secrecy. Visitors, unless they have 
impeccable credentials,  are suspect. Commercial advantages i n  
most projects are minimal and there i s  concern tha t  

. unscrupulous consultants might share these advantages w i t h  
others. 

*, 
Bank Liabi l i ty  - The proposition was advanced by the 
Eva1 uation Team tha t  the Bank might be held 1 iable i f  
non-banking advice for which i t  was responsible d i d  not 
produce positive resul ts .  Bank o f f i c i a l s  d i d  n o t  believe 
l i a b i l i t y  i s  a problem i n  Thailand, t h o u g h  they d i d  feel 
goodwill could be l o s t  i f  advice d i d  not prove beneficial. 

Long Term Commitment - A pro-active Agribusiness Advisory 
Service would be expensive. This i s  particularly t rue i f  
SMSIE or some other Bank organization hires qualified 
agribusiness or engineering consultants for i t s  s ta f f .  Yet i t  
admits that  c iv i l  engineers are hired t o  provide similar 
supervision for construction projects w i t h o u t  question. 
Resolution of the issue i s  t o  some extent i n  the hands of 
USAID/PRE and the Mission. Are they committed t o  t h i s  concept 
over the long tern? Small and medium size term lending in 
agribusiness i s  risky and a t  times unprofitable. The Bank i s  
n o t  ready t o  proceed with further inst i tut ional izat ion of the 
agribusiness advisory services concept unless USAID i s  
committed to  the concept long term. A two-year grant period 
and- threats  of deobligation do n o t  spark confidence i n  t h i s  

, respect. \ 
.. In the context o f  the current s i tuat ion and the perceived 

institution-building objectives of the Project, the following recommendatons 
are made: 

a. The Bureau for Private Enterprise ( P R E )  must t ranslate  
the vague language of the Agreement into a concrete and 
coherent Agribusiness Advisory Service (ABAS) proposal t o  
which the Siam Commercial Bank can respond. There i s  no 
evidence that  SCB understands the concept in the 
collective mind of PRE.  I t  would seem tha t  neither 
Washington-based IFC nor PRE have the local presence to  
ensure tha t  the concept i s  understood and implemented. 
I f  permissable, the term o f  the Grant  should match the 
term o f  the Loan. 



b. PRE must indicate whether i t  intends to  follow the 
current Project w i t h  a similar or larger Project or 
advi se i f ,  having conducted t h i s  experimental Project, i t  
i s  pulling o u t  and leaving on-going ac t iv i ty  of a similar 
nature to  SCB or USAID Bangkok or b o t h .  Feedback from 
the SCB Seminar, Financing Agro-Business, September 1984, 
indicates there i s  growing Brancha.interest i n  the 1 oan 
concept, t o  which the Agribusiness Advisory Service 
concept i s  related. 

c. Whether or n o t  PRE stays i n  t h i s  ac t iv i ty  i n  Thailand 
long-term, i t  needs the help of an Agribusiness IQC t o  
develop and implement a BAS plan for  i ts  worldwide 
agribusiness loans w i t h  grant components. PRE's 
Investment Office has neither the time nor agribusiness 
experience to  undertake t h i s  act ivi ty .  

d.  I t  i s  very important tha t  USAID Thailand's "Strategy for  
Rural Industralization in Thailand" be reviewed i n  terms 
of the role IF I ' s  i n  general, and SCB i n  particular m i g h t  
play i n  implementation. I t s  focus on Agro-Processing and 
i t s  recognition of the need (Small Enterprise Assistance 
Program) for consul tation services and entrepreneur 
training might provide the basis for the long term USAID 
commitments that  will be needed, particularly i f  PRE sees 
i t s  involvement as ending with t h i s  Project. 

e. Finally and in concert with thelpbove ac t iv i t i e s ,  SCB 
should review i t s  experience with,small and medium size 
term loans for  the agribusiness industry. I s  i t  a 
promising business development act ivi ty? I s  i t  possible 
to  reach further down i n t o  the rural agricultural c lass  
and begin to  develop a.new target  group and 
entreprenurial class. The current 1 i s t  of Subborrowers 
does not represent a new target  group. The current 
portifol i o  does not require an agribusiness advisory 
service much beyond what i s  now provided. Additional 
discussions should be held between SCB and USAIWPRE and 
Mission t o  determine i f  the loan and related business 
advisory service concepts can be developed to a greater 
extent than i s  now the case. 



V. ANALYSIS OF SUBLOAN ACTIVITIES 

This analysis of the subloan ac t iv i t i e s ,  which includes a description 
of the portfolio and an assessment of the development impact of the 
sub-loans, - is  based on an examination of a l l  the loan portfolios, v i s i t s  
t o  eight of the f i f teen firms assisted, and extensive discussions with these 
borrowing entrepreneurs and with b o t h  regional and central SCB s t a f f .  
The data gathered through these ac t iv i t i e s  are summarized in Tables 1 
and 2. 

A. Description of the Portfolio 

1. Types of Enterprise Activit ies:  The expl ic i t  purpose of 
the project w a l t i o n s ;  there was no prescription 
against integrated agribusiness operations which also engage in agricultural 
production. .All of the participating firms are ,  in fac t ,  agribusiness 
operations. Five (33%) are involved i n  the production of food, including 
the breeding and fattening of swine, poultry, and fish.  Another 33% are 
food processing firms which produce white and parboiled r ice ,  mung-bean 
noodles, sausages, and preserved f ru i t s .  Three firms (20%) produce 
agricultural inputs (animal feed, small t ractors ,  r ice  threshers, and 
tapioca chippers),  and the two remaining firms are  involved i n  
tobacco-curing and the processing of rubber. 

2.  Existing Enterprises Versus New Enterprises: 
The sub-borrowers incl ude ten existing firms (61%) a n d T v e  start-up 
ventures ( 3 3 % ) .  Among the existing firms, s ix  have expanded the i r  current 
operations w i t h  the loans, while the remaining fouqfirms have undertaken 
product-1 ine diversification. A7 1 of the entrepreneurs engaged i n  start-up 
ventures are experienced in the i r  particular industries and manage other 
commercial establishments. Thus, none of these individuals may be 
classif ied as first-t ime entrepreneurs. However, as a resu l t  of the loans, 
two of the managers of new firms are now for  the f i r s t  time involved i n  
agricultural production and processing ac t iv i t i e s ;  the i r  previous 
entrepreneurial experience was i n  r e t a i l  establishments. 

The absence of first-t ime entrepreneurs re f lec ts  the 
conservatism of SCB in the i r  selection of loan recipients. Bank o f f i c i a l s  1 

were concerned about assuring the project ' s  "success" and thus identified 
extremely experienced and well-established borrowers. This type of 
conservatism i n  the selection of loan recipients i s  also prevalent 
throughout the Thai commercial banking communi ty.l/ 

1 - -tegy Paper and background 
documents. 



3 .  Size of Enterprises Assisted: Over half (53%) of the firms 
aided under the  project  were small en te rpr i ses  when they received t he  loans 
o r  were newly es'tablished as small enterpr ises .  The remainder were 
medium-sized companies. This more than f u l f i l  1s  the  P R E  requirement t h a t  
25% of the..assisted companies be small-scale. The average asset -s ize  of 
t h e  ex i s t ing  firms was $419,874, somewhat below the $500,000 l i m i t  f o r  t he  
small-scale c lass i f i ca t ion .  The newly es tabl ished v-entures a r e  
s ign i f i can t ly  l a rger ;  th ree  of the  f i ve  new en te rpr i ses  a r e  medium sca le ,  
and the average asset -s ize  fo r  a11 5 is  $506,533. 

After t he  loan disbursements, the  s i z e  d i s t r ibu t ion  of t he  
ex i s t ing  en te rpr i ses  changed somewhat. Sixty percent of the ex i s t ing  
enterpr ises  moved in to  t he  medium-scale category and one became large-scale 
(over $1.0 Million, as defined by P R E ) .  After receiving the loans, the 
average asset -s ize  f o r  a l l  of the  ventures, including the  f i ve  newly 
established firms, was $660,714. The range was from $1.389 mill ion 
( a  r i c e  m i l l )  t o  $143,728 ( t h e  tobacco-curing f irm).  (Table 1 ) .  

As t h i s  data indicates ,  SCB f u l f i l l e d  very precisely P R E  ' s  
s t a t ed  objectives i n  terms of the  s i z e  c l a s s i f i c a t i on  o f  the  t a rge t  group of 
enterpr ises .  The bank was even able t o  surpass the 25% goal and comply w i t h  
PRE's suggestion t h a t ,  i f  possible,  u p  t o  50% of the  par t i c ipa t ing  ventures 
be small scale.  Nevertheless the en te rpr i ses  aided by the  project  a r e ,  
according t o  P R E ,  "not exactly what we had i n  mind". Although apparently 
PRE never precisely specif ied fu r the r  what they d i d  have i n  m i n d ,  t h e i r  
in tent ion was t o  aid a much smaller scale  of en te rpr i se  o r  a t  l e a s t  t o  have 
these cons t i tu te  a s ign i f i can t  proportion of the  por t fol io .  I f  t h i s  was 
indeed t h e i r  in tent ion,  PRE o f f i c i a l s  should have'defined the  s i z e  
c l a s s i f i c a t i on  of en te rpr i ses  i n  more precise terms\ f o r  example, they might 
have suggested t h a t  ce r ta in  percentage of firms be I n  the  lower range of the  
"small firm" ca t e  ory (e.g. t h a t  25% of the  firms be i n  the "under $250,000" 

13  c lass i f i ca t ion) . ,  

4. Size of Loans: PRE s t i pu l a t ed  t h a t  $400,000 be the maximum 
to t a l  loan s ize ,  b u t  t h a t  loans of over $200,000 be "rare".  The actual 
lending pat tern  shows t h a t  ten loans (67%) were over $200,000. Thus the 
s i z e  of the  loans were l a rge r  than PRE had intended i n  i t s  project  design. 
However, s ince most of the f i r s t  loans extended were well-over the $200,000 'I 

t a rge t  cut-off,  P R E  could eas i ly ,  a t  an ea r ly  s tage  i n  t h e  project ,  have 
underscored i t s  i n t e r e s t  i n  smaller loans, i f  indeed t h i s  was an important 
i ssue. 

The average loan s i z e  fo r  the e n t i r e  por t fo l io  was $266,565. 

7 / - I t  i s  useful t o  note t h a t  while the  Kenyan Bank had s i z e  
c l a s s i f i c a t i on  objectives s imi lar  t o  SCB's, the average s i z e  
of en te rpr i se  ass i s t ed  i n  t h a t  project  was 878,000. 



5. Loan Recipients: PRE specified that  a l l  loan recipients be 
engaged i n  enterprises located outside of Bangkok. All of the loans . ful f i  11 ed th i s  requirement. Regional ly ,  they were distributed as fo1 lows: 
33% in -the Northeast, 27% in the East, 20% in the Central Region; 7% i n  the 
North, and 13% in the Southern part of the country. XB of f i c i a l s  said that  * 

. P they made a"particu1ar e f fo r t  t o  target the loan funds to  special problem 
, ,. areas, particul ar ly  the Northeast. 

Nomen are the principal managers of three (20%) of the firms 
i n  the portfolio and they participate in the management of a t  l eas t  three 
others. Among the firms vis i ted,  women contribute a major portion of the 
workforce i n  three enterprises,  including the farm machinery factory (39% of 
the workforce) and the rubber factory (40%). In these firms, women workers 
were preferred for  the more ski l led jobs and also participate in the heavier 
unskilled tasks. Although the i r  pay was some times less  than for  the males, 
women were also given equal access t o  such jobs as construction, where i n  
one r ice mill vis i ted,  they constituted a s ignif icant  portion of the labor 
crew. The maketing manager of the farm machinery plant (a  woman who gives 
equal pay for identical jobs) reported that  she prefers women because "they 
are more dependable and work harder than men". 

As noted i n  section V.A.1. above, a l l  of the entrepreneurs to  
whom loans were extended were well-established business people, most of 
whom were highly experienced i n  the i r  industries. Most already had 
considerable financial resources, e i ther  the i r  own,  or through other bank 
loans, bank credi t  l ines ,  or other sources. In fact ,  for the sub-projects 
to which the loans contributed, the entrepreneurs themselves, through these 
other means, provided an average of 54% of the necessary capi tal ;  the loans 
contributed the remaining 46%. Only three of the sbb-projects needed 100% 
funding (fable  1 ) .  \ 

The fac t  tha t  SCB expl ici t ly  selected these relat ively well 
established, experienced business people fo r  project participation i s  
in part  be due to certain conditions impos'ed by PRE i n  the loan agreement. 
Speci f ical  ly,  the risk-bearing of the foreign exchange element by the 
borrower led SCB of f i c i a l s  to  search for wealthier, more sophisticated 
candidates who could ful ly  understand the implications of t h i s  element, 
who would be will i n g  to  bear th is  r isk,  and who could absorb the losses 
which a devaluation, which appears quite possible within the next year 
or two, would incur. Thus, i f  PRE wishes to  reach a different target  group 
of entrepreneurs i n  future lending programs, i t  should consider other 
mechanisms for handling the foreign-exchange element, rather than having 
the ful l  risk borne by the sub-borrowers. 

-.. PRE's intention was also t h a t  loans be extended to  individuals 
who coul d n o t  have obtained a1 ternati  ve funds through the commercial banking 

.I system. However, the s i t e  interviews revealed tha t  most borrowers feel t ha t  - they could have obtained a1 ternative funds from other banks and, fur ther ,  
I : . . . . .. most now have or have had other loans or l ines  of c redi t  from SCB or 



other banks. However, three aspects of t h i s  project did encourage the 
participants to proceed w i t h  these new ac t iv i t i e s  now rather than a t  some 
possible future date. These include: ( 1  1 the aggressive marketing of the 
funds by SCB central and regional o f f i c i a l s ,  who identified n o t  only the 
recipients b u t  also helped them t o  identify viable, profitable new projects; 
(2  ) the continuing assistance which SCB provided to  the borrowers; a1 though 
th i s  took the form of informal monitoring, rather than expl ic i t  business 
advisory services, i t  was considered helpful by the c l ien ts  who were 
interviewed; and (3)  the lower in te res t  ra te  than other loans offered; t h i s  
clearly encouraged some recipients to undertake ac t iv i t i e s  sooner, and on 
a larger scale, than would have otherwise been possible a t  higher in te res t  
rates. 

B. The Development Impact of the Loans 

In the loan documents, PRE st ipulated tha t  each of the sub-loans 
should resul t  in "substantial" development impact i n  a t  l eas t  one aspect 
of development. While i t  offered no definit ion of "substantial",  PRE d i d  
provide six c r i t e r i a  according to  which development impact could be 
assessed. These incl ude: (1 ) employment generation; ( 2  ) foreign exchange 
generation; (3 ) management and technical ski1 1 s development; ( 4 )  technology 
transfer;  (5 ) increased income and economic ac t iv i ty  t o  provincial areas; 
and ( 6 )  poverty alleviation in rural areas. 

Table 2 out1 ines the key accomplishments of each project 
according to  these c r i t e r i a .  Further, i t  summarizes the impact of the loans 
i n  four additional areas, which include: ( 1  ) and  ( 2 )  backward and forward 
economic and commercial linkages; (3)  the provision,of products and services 
t o  farmers. and consumers; and ( 4 )  other impacts, wh$rh include a variety of 
different  benefits provided as a resul t  of the loans. These additional 
c r i t e r i a  were included in th i s  assessment i n  order to  provide a more 
complete view of the overall impact of each loan and of the project as 
a who1 e. 

I t  should be noted that  the concept of achieving an impact on 
development through the i r  lending ac t iv i t i e s  was not ent i rely new t o  SCB. 
The Bank's own reports mentions i t s  interest  i n  and intention of promoting 
economic and social development, although i t  i s  n o t  c lear  the extent t o  
which th i s  i s  expl ici t ly  done, or how they accomplish this.  

As Table 2 demonstrates, a l l  of the sub-projects have achieved a 
clear  impact i n  almost a l l  c a t e g o r i r o f  analysis. For each category, the 
specific effects  are outlined i n  the following sections. 



1. Employment Generation: The total  number of jobs created 
by the over-all project was over 811,  and most l ikely over 840.11 F o r  the 
fourteen firms which reported net employment, t h i s  represents an average of 
58 jobs per firm. The total  loan cost per job created was $4,775; however, 
the total  project cost including the borrowers contribution t o  the project)  1 per new job was $8,905.-1 I t  i s  important to note t h a t  the cost of 
creating these new jobs, expressed in terms of a s s e t ~ c o s t  per net position, 
i s  significantly below the average asset cost of the jobs originally 
provided by the existing firms. The original asset  cost per job of the 
10 existing firms averaged $25,764, while the incremental cost of employment 
generation averaged only $6,815 per job for  a l l  firms. There was wide 
variation between and even among industries,  as Table 1, column P 
i l l  ustrates. 

The project has clearly achieved a significant impact in 
employment. generation. This may be partly due to  the relat ively large s ize 
and the innovative technology of the firms. Average net asset  s ize  a f t e r  
the loan i s  $660,714, and although a l l  b u t  one firm remains in the small or  
medium sized category;they are mostly on the larger end of both scales. 

The employment generation impact of each of the loans i s  
actually much greater than the data i n  Tables 1-2 suggest, due to  the 
s ignif icant  indirect employment stimulated by the projects. However, the 
time allocated for th i s  evaluation d i d  not permit an estimation of t h i s  
impact. 

No significant net labor displacement was detected in any 
of the f i f teen projects. ‘\ 

L, 
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2.  Foreign Exchange Generation: A fu?l 67% of the 
sub-projects are involved in exporting, and most of these produce primarily 
for foreign markets. Several additional firms have plans to  export i n  the 
future. There was not adequate time to  measure the exact foreign exchange 
impact, although th is  would be a useful component of the pro jec t ' s  f inal 
evaluation. 

1/ t irm #lo ,  the tobacco curing operation, has not reported on employment 
generation. Since t h i s  i s  a relat ively labor intensive industry, the 
j o b s  created most l ikely total  well over 20. 

These figures do n o t  include firms #10 and  #15, the l a t t e r  o f  which 
received a very small loan of the residual f u n d s .  I f  firm 15 i s  
included i n  the project cost per j o b  calculation, actual cost per job 
created t o  $9,057. 



3. Management and Technical Ski l l s  Development: With the 
grant funds, the Bank has conducted two seminars expl ici t ly  designed to  
improve the managerial and technical s k i l l s  of the sub-borrowers, as well as 
of other entrepreneurs n o t  participating i n  the project. Further, as a 
resu l t  of the loans, the management s k i l l s  of a t  l eas t  47% of the 
sub-borrowers were improved through expl ic i t  assistance from bank s t a f f ,  
training t r i p s  abroad, the significant expasion of the i r  scale operations, 
or the establishment of new enterprises i n  which they had n o t  previously 
been involved. However, despite th i s  c lear  impact, much more could be done 
i n  t h i s  area w i t h  SCB's d i rec t  assistance through advisory services, 

Ski 11s training was given to  the workforces of a1 1 of the 
enterprises assisted. Most was on the-job-training. Several firms were 
notable due to the magnitude and level of the s k i l l s  tra'ining, including the 
farm machinery factory, the rubber processing plant,  and the tobacco curing 
operation, which has developed a farm extension program which reaches an 
estimated 1,500 farm families. 

4. Technology Transfer: A fu l l  80% of the borrowers have 
introduced new technology i n  t he i r  operations; several have even developed 
th i s  technol ogy themselves. Several f i rms now serve as technol ogical model s 
for  other entrepreneurs i n  t he i r  region or,  i n  two cases, for  foreign 
companies in the same industry. I n  most cases th i s  new technology was s t i l l  
relatively labor intensive, b u t  offered more effect ive and 1 ower-cost 
methods of producing higher qua1 i ty products. 

One firm, a t radi t ional  sausage factory, had i t s  own 
technol ogy upgraded through bank assistance. . ", 

5. Income Generation and Increased Economic Activity: All of 
the firms achieved a clear impact i n  t h i s  area, through the d i rec t  and 
indirect employment creation and the creation or expansion of ac t iv i t i e s  
which, i n  a l l  cases, resulted i n  d i s t inc t  backward and forward economic and 
commercial linkages. Two-thirds of the firms produced these effects  largely 
in less  advantaged provincial areas or, in one case, i n  an area of high 
seasonal unemployment (#6, Siam Frui t ) .  

6. Poverty A1 leviation: Through job creation, particularly , 
f o r  unskilled and -s, a l l  of the firms contributed t o  t h i s  
objective. Eight firms (53%) produced a particularly d is t inc t  impact here, 
due to  the i r  location i n  poorer regions or ,  in several cases, t o  the 
especially large number of jobs created. 

7. Backward and Forward Economic and Commercial Linkages: 
W i t h  the exception of  one firm, which imports most of  i t s  i n p u t s  ( # I ,  Marine 
Aqua Seed), a l l  of the enterprises made a s ignif icant  economic impact 
through backward linkages ( the  increased demand for the output of other 
industries).  Thirteen of the firms produced a notable increase in demand 
for farmers o u t p u t ,  while the 1 4 t h  firm, the farm machinery factory, has 
stimulated demand for locally-made engines, par ts ,  and raw materials. 



All of the enterprises also created new forward linkages 
( the provision of inputs t o  other industr ies) ,  largely by stimulating 
increased wholesale and r e t a i l  trade i n  t he i r  products. Several firms also 
provi.de improved inputs to  farmers (Farm machinery, 1 ivestock for fattening, 
and animal -feed). 

8. The Provision of  Improved Products-..and Services: A t  l e a s t  
two-thirds of the enterprises are now producing improved quality products 
for local consumption, as well as increasing the avai labi l i ty  of these 
products on the local market. None of the firms were engaged in service 
industries. 

9. Other Development Impact: Almost a l l  of the borrowers 
also produced a notable impact in a t  l eas t  one additional area. The most 
notable of these effects  are br ief ly  outlined in Table 2 .  

One additional area which was an intended objective of 
PRE was assistance to a newly emerging class  of entrepreneurs. 
Unfortunately while t h i s  was frequently discussed within A I D  as a goal of 
the project, i t  does not appear t o  have been clear ly ar t iculated to  SCB or 
well understood by bank of f ic ia l s .  Thus, in an e f fo r t  t o  assure the 
pro jec t ' s  success, the bank selected only we1 1-establ ished, already 
accomplished entrepreneurs, rather than those who normally have d i f f icu l ty  
i n  obtaining commercial credi t .  Therefore the loans d i d  l i t t l e  i n  terms of 
encouraging the development of a new group of entrepreneurs, b u t  contributed 
significantly t o  increasing the economic ac t iv i t i e s  and prosperity of the 
existing small and medium scale entrepreneurial class.  

\ 

C .  *Concl usions \ 
In i t s  implementation of the loan agreement, SCB very carefully 

adhered to  the agreed c r i t e r i a  and f u l f i l  led a1 1 of PRE's stated 
objectives. Yet in terms of the s ize of the enterprises assisted, the s ize 
of the loans, and the loan recipients,  the portfolio of  sub-projects looks 
quite different  from P R E  ' s  intended target  group. Further, a1 though the 
development impact of these loans conforms t o  PRE's stated objectives and i s  
indeed quite considerable, the impact does n o t  extend t o  l ess  advantaged 
entrepreneurs, nor does i t  a s s i s t  a newly emerging class  of entrepreneurs. 
I f  i t  was intended that  the project focus on that segment of the target  
group, i t  should have been made clear t o  SCB by ar t iculat ing i t  more, 
expl ici t ly  i n  the agreement. 

Further, i t  appears that  although some PRE of f ic ia l s  had previous 
experience i n  T h a i l a n d ,  this  experience d i d  n o t  enable them t o  have a deep 
enough understanding of  less-advantaged small and medium scale 
agribusinesses in the country's rural areas to  design the project 
specifications i n  order t o  reach th i s  intended target  group. More 
background research i n  Thailand, perhaps by L D C  small and medium scale 
enterprise experts, before the project design stage, could have easi ly  
resolved the& issues. Having failed to  do t h i s ,  PRE could also have 
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monitored the project more cl osely, have more clearly ar t icul  ated i t s  real 
objectives, and thereby have revised the course of the project a t  an early 

e 
stage. 

Despite these issues, the development impact of each loan and of the 
project as a whole was quite significant.  In fac t ,  i t  appears tha t  in terms 
of several of PRE ' s  key objectives, the impact may haye been greater 
precisely due t o  the relat ively large s ize of the entekprises and  of the 
loans. The employment generation, technology transfer,  and foreign exchange 
generation were a l l  considerable, and t h i s  may in f ac t  be attributed t o  the 
relat ive s ize,  sophistication, and financial resources of the enterprises 
and the i r  owners. The data generated by t h i s  project suggest t ha t  the 
somewhat larger scale small enterprises (firms on the higher end of the 
small-scale c lass i f ica t ion)  may be more successful a t  achieving these 
mu1 t i p l e  objectives than the relatively smaller enterprises in the 
small-scale classif icat ion,  

Further, these development impact objectives were achieved by SCB 
w i t h o u t  any expl ic i t  methodology for predicting t h i s  impact or  selecting 
recipients according to specific cri  t e r ia .  Bank off ic ial  s appear to  have 
had some implicit  notions in mind in identifying borrowers, b u t  the team did 
n o t  have adequate time to evaluate the exact nature of these implicit 
c r i t e r i a  or how they infl  uenced subborrower selection. However, they did 
adhere to the agribusiness requirement and the s ize specifications for the 
enterprises,  and made an e f fo r t  t o  locate many recipients i n  dispersed and 
less-advantaged rural areas. One may perhaps conclude tha t  even without 
expl ic i t  methodologies for  reaching development objectives, increased 
resources provided -on a commercial ly sound basis for, productive activi  t i e s  
by small an,d.medium scale firms rural areas will autdmatically achieve the 
desired resul ts ,  a t  l eas t  the broadly defined ta rgeVtskhat  PRE has specified. 

In conclusion, one final question remains: despite the impact which 
was achieved by the project, could a greater impact have been obtained? 
Could the sub-loans have been even more effect ive in bringing about the 
desired development effects? W i t h i n  the portfolio,  there i s  a wide range i n  
the magnitude of the impact i n  specific areas. For example, one company 
created 250 new jobs a t  an incremental net fixed asset  cost of $2,613 per 
new position, while another generated only 10 new jobs a t  a cost of $28,746 
each. Might the development impact of the project have been much greater i f  
more companies l ike  the former had been selected? While certainly the 
multiple effects  of each sub-project must be evaluated i n  toto,  and AID does 
n o t  wish to  impose rigid development c r i t e r i a  and m e t h o ~ s  onto SCB's 
lending procedures ( n o r  would SCB permit t h i s ) ,  i t  would be useful t o  a t  
leas t  explore u s i n g  t h i s  type of methodology i n  assessing the re la t ive  
merits of prospective enterprises competing for scarce resources. One 
possible way of introducing t h i s  type of approach would be to  offer  a 
demonstration and discussion of i t  i n  a bank seminar on lending t o  small and 
medium enterprises,  t h e i r  character is t ics ,  t he i r  needs, and the i r  potential 
development impact. Bank of f ic ia l s ,  who during the team's v i s i t  have 
already great ' interest  i n  the approaches used by the team to  assess 
development im'pact, could then decide for themselves whether they wish to  
use these approaches and i f  so, exactly how they wish t o  use them. 



. . VI . FIND1 NGS. CONCLUSI ONS A N D  RECOMMENDATI OM 
e 

A. Findings and Conclusions 

- l, 1. .. Objectives 
r 

, ,- I t  i s  d i f f i c u l t  to  determine w i t h  any con-fidence precisely 
* . what PRE intended to  accompl ish with t h i s  project. Was i t  intended t o  

supply an additional $2 million plus SCB matching funds for term lending 
. to  Thailands rural small and medium scale agribusiness sector and t o  

observe what would happen? 

I t  i s  questionable that  a l l  of the term subloans financed 
under t h i s  program were additional t o  what SCB, other commercial banks or 
the informal sector would have financed i n  the absence of th i s  program. 
I t  i s  t rue tha t  these loans are  additional to  the 13% agricultural  
lending minimum required of SCB. On  the other hand the team was told on 
several occasions tha t  other commercial banks offered to  finance certain 
projects i n  this portfolio b u t  the subborrowers opted to  place the loan 
with SCB. We have no hard evidence one way or the other. Our collective 
impression i s  that  most projects would have found financing, b u t  probably 
many would have been scaled down i n  s ize ,  or would have had a delayed 
start-up, and many would have used overdraft f a c i l i t i e s  or h i g h  cost  
informal sector financing, 

Whatever PRE's intended purposes might have been, a t  the 
time the project was designed and negotiated, the team believes the 
actual accomplishments are: \ 

t 
, a. Given the poor i n i t i a l  design of the project, the 

+- ,. vagueness of the guidance conveyed to  the SCB as 
implementing agent regarding AID/PRE ' s  in te res t  and 
objectives sought from the project, and the lack of 
project management that  PRE exercised during the - implementation phase, i t  i s  remarkable how much of a 
development impact we found from the 15 subloans. 

This may be the most s ignif icant  finding from the 
mid-term evaluation; that  the technique of u t i l iz ing  
existing IFI ' s  t o  make term loans on a commercial 
basis t o  a target group will achieve significant 
development impact, even i f  there are  major flaws in 
the pro jec t ' s  design and implementation. I t  must be 
s a i d ,  however, t h a t  SCB d i d  a superb j o b  i n  project 
selection and loan processing, motivated a t  l eas t  i n  
part ,  by a desire t o  demonstrate t h a t  i t  could perform 
to  U.S. Standards.' 



b. We found some subjective indicators tha t  there was a 
modest b u t  positive e f fec t  on SCB1s inst i tut ional  
development. The PRE loan, as a follow on to the IFC 
loan of 1978, probably played a supportive role  t o  
SCB1s ef for t s  t o  increase i t s  term lending portfolio,  
develop procedures, recrui t  and t r a in  s t a f f  t o  
evaluate requests for term lending,,even i f  the BAS 
did n o t  function as was hoped. 

We are uncertained whether the inadequacies of the BAS 
function resulted from SCB resistance to  change, the 
shortcoming i n  PRE project management or the fac t  tha t  
inst i tut ional  change occurs slowly and P R E '  s time 
horizon i s  unreal is t ical ly  short. SCB was n o t  made 
aware of the fu l l  and complete intentions behind PRE's 
project. In the absence of adequate PRE project 
management, SCB performed i n  a reasonable manner. 

c. The most s ignif icant  rationale for t h i s  project 
appears to  be i t s  u t i l i t y  as a t e s t  of PRE1s 
contention that  term lending to  small and medium scale 
agroindustry i s  an important means to  channel private 
sector resource flows toward important national 
development objectives, and tha t  IF I1s ,  i f  provided 
with resources and guidance, will finance commercially 
viable projects tha t  have s ignif icant  development 
impact. To the degree th i s  hypothesis i s  proven 
valid,  i t  can point t o  a mechanisqby which additional 

4 
resources, e i ther  those of the banktng ins t i tu t ions ,  
the host government or AID donors can be effectively 
employed. Project implementation can also p o i n t  t o  
possible p i  t f a l l  s  and identify other constraints tha t  
are complementary to  the .inadequacy of credit .  

d. W i t h  regard to  the impact o f  t h i s  program on other 
commercial banks i n  Thailand, we note tha t  SCB 
ut i l ized the project, particularly the grant funds, t o  
publicize the lending program. B u t  there i s  no 8 

indication tha t  other Thai banks showed more than a 
passing curiosity about i t ;  i n  fac t ,  there were a few 
instances, where SCB ut i l ized the lower blended 
in teres t  ra te  to  develop new business for i t s e l f  by 
at t ract ing customers away from other banks .  

In b r ie f ,  we believe the project objectives, t h o u g h  
imprecisely described in the documentation, were 
reasonable and jus t i f ied  the act ivi ty .  



2. Assumptions . 
Comments on assumptions underlying project rationale: 

-1. I s  there evidence tha t  there are a s ignif icant  number 
of entrepreneurs in the target group who seek term 
credi t  f a c i l i t i e s  and whose expansiqn needs are  
curtailed by the absence or shortage of term credi t  a t  
commercial bank rates  and terms? 

From the available data and interviews, the team i s  of thme 
view tha t  commercial banks i n  Thailand are  normally not 
"loaned up". There are occasions when Government monetary 
policy will produce a c redi t  squeeze to  achieve some macro 
economic ef fec t  . In those instances the burden f a l l s  more 
heavily on  the borrower who has drawn down his overdraft 
l ine ,  n o t  the borrower of term loans. 

Nevertheless partly due to  inst i tut ional  r ig id i t i e s ,  partly 
because small scale entrepreneurs cannot prepare project 
designs adequately to  sa t i s fy  bankings ins t i tu t ions ,  the 
target group has d i f f icu l ty  in obtaining adequate term 
lending and must resort  to  the informal market. Thus, 
while aggregate c redi t  may be suff ic ient ,  the character of 
the funds tha t  are available probably resu l t  in inadequate 
c redi t  f a c i l i t i e s  for the target group. 

2. I s  lending t o  these entrepreneurs\qubject t o  other 
constraints,  besides the availabill'cy of term credi t  
t ha t  can be overcome or mitigated by a business 
advisory service or other services performed by 
Commercial Banks? 

The team was told on a number of occasions tha t  a major - constraint t o  term lending for  the target  group i s  the 
scarcity of we1 1 designed projects w i t h  adequately prepared 
credi t  applications by credi t  worthy entrepreneurs. When a 
well designed project comes along, major banks tend to  
compete i n  offering the required financing. Thus a well 
functioning BAS would seem to  be a s ignif icant  marketing 
tool for a bank l ike  SCB. 

The performance of the BAS o f  the SCB, gives l i t t l e  
assurance t h a t  one can rely too  heavily on  t h e i r  services 
a t  t h i s  time. We be1 ieve th i s  concept has n o t  ye t  been 
adequately tested for a final judgement to  be  formed. SCB 
admits that  they d i d  n o t  fu l ly  understand what IFC or PRE 
had in mind  for BAS. PRE project management should have 
identified the problem ea r l i e r  and helped SCB develop the 



service. The Team's attempts t o  c la r i fy  PRE' s intentions 
were well received by SCB senior o f f i c i a l s ,  and some 
willingness expressed t o  enhance the BAS. B u t  SCB's level 
of commitment t o  t h i s  e f for t  has ye t  to  be tested. 

3 .  Are commercial banks an effect ive implementing agent 
t o  supply the needed term credi t  and to  a s s i s t  in 
overcommi ng these constraints? 

The team believes the conduct of th i s  project suggests that  
the answer t o  t h i s  question i s  probably i n  the afirmative, 
with the qualification that  the ins t i tu t ion  must be 
receptive to  t h i s  role  and the inst i tut ional  development 
aspect of any project designed to foster  such an approach 
must be managed properly. This probably means substantial 
participation in the local set t ing by the aid donor. 

4.  Need for External Resources 

The need for external resources to  create domestic c redi t  
faci 1 i t i e s  i s  not readily apparent. Thai1 and, 1 ike most developing 
countries, suffers from a scarcity of resources. Additional resources 
provided by aid donors will always find u t i l i t y ,  a t  l eas t  u p  t o  the 
recipient 's  absorbtive capacity. The resources of Thailand's banking 
system have been strained to  meet both the c redi t  needs of the private 
sector and the def ic i t s  of the Government budget. During the period of 
PRE's loan commercial banks were called upon t o  purchase Thai Treasury 
Bil ls ,  so tha t  the Government's budget de f i c i t  could'qe covered. This 
reduced the a a i l a b i l  i t y  of c redi t  for the private sector. 

As was pointed out in the PRE study ent i t led  "Feasibil i ty 
of Uti 1 izing Local Currencies for Private Sector Development" dated 
February 1984 (prepared by 1. Rudel), a government may u t i l i z e  i t s  
monetary controls to  s h i f t  resources between i t s  public and private 
sector. 

The team points out, however, that  the injection of 
additional resources by an AID donor into the banking system, earmarked 
for term lending to a special target  group, addresses two problems 
simultaneously, ( a )  i t  adds to  the total  c redi t  resources available, and 
( b )  i t  se t s  aside funding of a certain character ( i n  t h i s  instance term 
lending). I t  may be tha t  the total  quantum of c redi t  available t o  the 
private sector is suff ic ient  t o  meet demand a t  the market in te res t  ra te ,  
b u t  t h a t  medium term f u n d s  are n o t  sufficient.  In t h a t  event, the 
appropriate intervention would be t o  change the character of  the funds 
available, and n o t  inecessarily t o  add additional resources. 



I f  i t  were determined that  the deficiency i n  the banking 
system were not the quantum of c redi t  available b u t  rather the banking 
systems inabi l i ty  t o  provide term lending, then there are interventions, 
other than injection of additional resources, t ha t  could be used t o  
address that  spec i f i c  problem. If  commercial banks were reluctant to  
build up a  term lending portfolio because the i r  deposits were a1 l  
(or  nearly a l l )  short term, and they feared disintermed.iation, then 
a well insultated rediscount f ac i l i t y ,  might be a  more e f f i c i en t  way t o  
solve that  problem. A smaller amount of aid might a f fec t  a  larger amount 
of c redi t  for the target  group. 

I f  AID i s  providing dollar resources to  Thailand based on a  
"balance of payments" rationale,  then the local currency generated as  a  
bi-product of that  program could be uti l ized for c redi t  expansion, along 
the l ines of PRE's model project. 

4. Interest  Rates 

The team has a  number of observations w i t h  respect t o  
in te res t  rates: 

The Loan Agreement specified the purpose, t o  make 
available c redi t  ". . . a t  more favorable rates  than are 
currently available. " B u t  PRE normally argues against 
lending a t  "below market" rates.  I t  i s  d i f f i c u l t  t o  . 
determine the "market rate" for c redi t  in Thailand, 
due to  the imperfections in the market and the 
multitude of government regulation?. B u t  i n  t h i s  
instance, the project made i t  possible for SCB to  
offer  loans below the prevailing in teres t  ra te  for 
similar c redi t  by passing on the concessional i t y  of 
the AID funds t o  the subborrower. 

In l i gh t  of the a r t i f i c i a l i t y  of "market rates"  i n  
Thailand, we wonder i f  some s t r a t i f i ca t ion  of in te res t  
ra tes  m i g h t  not be a  cost/effective inducement t o  
encourage investment to  certain target  groups and/or 
geographic areas. I f  borrowers have a  traditional 
orientation towards overdraft f a c i l i t i e s ,  would i t  be 
useful t o  make term lending relat ively cheaper? I f  
banks are reluctant to  absorb the cost and risk of 
processing small loans to  small scale entrepreneurs, 
could they be compensated by increasing the i r  spread? 
I f  investment i n  the rura l  area i s  t o  be encouraged 
over investment i n  Bangkok, should th i s  not be 
reflected i n  the respective cost of credi t?  We note 
that  USAID Thailand's rural industrialization stragegy 
argues against "... costly and distorting incentives 
for up-country. 1 ocation" , b u t  wonder neverthel ess, 



whether the relat ive cost of c redi t  might not provide 
an effect ive means to  channel private sector ac t iv i ty  
into pr ior i ty  areas. 

The cost to  the US taxpayer, of th i s  project i s  quite 
modest, comprised of the grant of $150,000 plus the 
concessionality of the funds (as  meassured by the cost 
of funds t o  the US treasury vs. the loan in teres t  
rate;  about 11% vs 8%), over the average term of the 
loan. Thus the cost per year declines from $60,000 in 
the f i r s t  year to about $6,000 i n  the tenth year. The 
team speculated whether there i s  any need t o  provide 
concessional funding for th i s  kind of project. I f  
not, then there may be an argument for  AID/PRE t o  seek 
congressional authority to  draw on US treasury funds 
and on-lend them a t  prevailing treasury rates ,  rather 
than compete, within AID, for the limited amount of 
highly concessional appropriations. Even i f  there i s  
a  need for some concessional i t y ,  i t  may be more 
e f f i c i en t  to  seek appropriations of grant funds t o  pay 
the necessary points, than to  u t i l i z e  regular A I D  
appropriated loan funds. 

5. Replicability 

The experience of th i s  project supports the hypothesis 
which i t  was designed to  t e s t  - t ha t  intermediate financial inst i tut ions 
i n  LDC's, such as the Siam Commercial Bank, are an effective mechanism by 
which resour,ces can be channeled to  private small and hedium scale 
agribusiness for term lending needs, and that  significant development 

'^.* impact w i  11 result .  

6. Duration of Term Loans 

- The terms of the subloans disc1 ose what may be a  prevail ing 
bias i n  the Thai banking system to  keep the term of the loan as short as 
can be jus t i f ied  by the cash flow of the project. No loans were made a t  

. .  ' the maximum 8 year term authorized, seven loans were made below the 
minimum term authorized. 

7. Marketing the Loan 

SCB's marketing ef for t  t o  make the PRE f u n d s  available t o  
borrowers was highly ef f ic ien t .  Perhaps these eff ic iencies  were achieved 
a t  the cost of some development objectives t h a t  PRE m i g h t  have wanted. 
Given the limited lending resources made available to  SCB under t h i s  
project, SCB identified 15 entrepreneurs who were known to them and were 
known to be preparing suitable projects tha t  s u i t  t h i s  finance f ac i l i t y .  
Had the magnitude of resources been significantly greater, SCB would have 
had to  u t i l i ze  'pther marketing techniques ( i .e .  broad based involvement 
of the branch .network; mass media e tc . )  



B. Recommendations 

. 1. Project Design 

'- I t  should be recognized that  the Siam Commercial Bank loan 
project was the f i r s t  for  the Bureau for  Private Enterprise. Careful 
review of the IOP, IP and Project Agreement suggest that PRE should use 
Agency resources to a greater degree in i t s  project design ac t iv i t i e s .  
In particular there i s  a need to  devote more attention to  the economic 
s i tuat ion in the country. Economists in the Asia Bureau and the Bangkok 
Mission could have been helpful i n  t h i s  respect. There i s  also evidence 
tha t  PRE d i d  not ful ly  understand the small and medium scale enterprises 
i n  Thailand that  i t  was attempting to target.  While SCB was able to  
build i t s  portfolio according to  the guidelines provided by P R E ,  there i s  
some evidence that  the guidelines d i d  not define the target  group PRE 
real ly  wanted to  reach. There are private sector and small and medium 
scale enterprise capabi l i t ies  i n  S&T that  could have been tapped for t h i s  
purpose. Agribusiness c redi t ,  particularly i n  the Thai context i s  
another complicated subject where PRE could have benefited from 
assistance and, in turn designed a more effect ive project. The 
Evaluation Team recommends that  PRE give careful consideration to  using 
Central Bureau and Mission assistance in the course of developing i t s  
1 oan/grant projects. 

2. Implementation Plan 

We be-lieve the Bureau for Private Entqrprise should take 
the time to develop a thoughtful implementation planyhich specifies what 
the Business Advisory Service i s  a l l  about, how i t  should function and 
what grant financed ac t iv i t i e s  should be undertaken to  support the 
process. IFC assistance could be helpful, since the concept originated 
w i t h  t ha t  organization. PRE should then discuss i t s  approach w i t h  Siam 
Commercial Bank and obtain i t s  agreement or incorporate i t s  amendments. 
A1 1 available funds (perhaps $75.000) should eventually be ut i l ized and 
the term of the Grant should be extended while funds are s t i l  
available. Every e f fo r t  should be made to  integrate relevant 
Thailand Rural Industrial Strategy components into th i s  
institution-building process, as these s t rategies  evolve. Th 
permit the BAS concept to  mature over a longer period of time 
Grant funds could otherwise allow. 

1 
USAID 

i s  will 
than PRE 

3. Continuity 

One s h o u l d  a l s o  consider that  SCB would be understandably 
reluctant to  establish new procedures and practices for a program of t h i s  
modest magnitude w i t h o u t  any indication of PRE or AID'S intention to  add 
new resources to  the program once the i n i t i a l  tranche of $2 million was 
ful ly  committed. The branch managers have now become aware of th i s  
program and would l ike  t o  offer  t h i s  f a c i l i t y  to  the i r  customers. 



Unfortunately the AID funds are now ful ly  committed. I t  would be highly 
desireable to  find a means to  continue t h i s  e f fo r t  w i t h  SCB, i n  order to  
consolidate the gains achieved i n  inst i tut ion building, and t o  encourage 
SCB and perhaps other lenders to  press forward. 

-. 
The PRE loan provides for a two year grace period and 

repayment over the remaining 8 years. The portfolio o$ 15 subloans has 
an average term of 5 to  6 years. Reflows should therefore begin i n  the 
third year. The SCB/AID program could be continued without further 
commitment of AID funds i f  SCB were willing to  u t i l i ze  loan reflows and 
match them, perhaps on a 80/20 ra t io ,  w i t h  SCB's own resources. There i s  
some indication that  SCB might be receptive to  such a proposal i f  t h i s  
change i n  the agreement will not resu l t  i n  additional AID audit  
requirements t o  be imposed on SCB. Perhaps th i s  second round of subloans 
can be directed a t  smaller scale enterprises than the f i r s t  round. 

w- The project deserves to  be continued. The accomp1ishments 
t o  date, particularly w i t h  respect t o  the in te res t  and enthusiasm of the 
senior o f f i c i a l s  of SCB for term lending to  the small and medium scale 

..- f4 agrobusiness sector should not be l e f t  t o  atrophy. 

The rural industri a1 izaton project being designed by USAID 
Thailand may be able to  build on the experience and momentum generated by 
the PRE/SCB Loan. A n  opportunity exis ts  for USAID Thailand t o  capi tal ize  

. on t h i s  recent experience. 

4. Focus- on Target Group 
\ 

The SCB focused on the largest  scale segment of the target  , .- .. group which met the c r i t e r i a  of the loan agreement. I t  i s  t h i s  s ize of 
entreprise w i t h  which SCB finds i t s e l f  most comfortable. We be1 ieve ( b u t  
the documents do not specify) PRE intended t o  u t i l i z e  t h i s  project t o  
s h i f t  SC.B1s focus to  a new class  of borrower; one considerably smaller i n  
scaqe. This did not happen. We believe the definit ion used t o  specify - maximum size of entreprises e l ig ib le  under the loan may have been too 
1 arge. 

5. Foreign Exchange Risk 

The requirement for the subborrower to  assume the foreign 
exchange risk of loan repayment to  the US Government i s  a bad idea. The 
Government of  Thailand migh t  be asked to  guarantee the risk. 
A 1  ternately,  some system of  insurance could be u t i  1 ized, whereby 

,.* subborrowers are allowed t o  pay a small annual premium i n  return f o r  
coverage. This i s  the practice with respect to  the AID/PRE loan in 
Kenya. 

' Q  



, . 6. Exclusivity 

The AID/PRE 1 oan establ ished an exclusive arrangement w i t h  
SCB t o  implement the program. SCB i s  one of Thailand's largest  

- b commercial banks; ye t  i t  only has an 8% market share. We question the 
a propriety for AID to  develop exclusive arrangements with one commercial 

, s. 

*. bank and caution against such arrangements i n  the futur.e. 

7. For the convenience of the reader, the specific 
I .  recommendations contained i n  the body of the report (pages 26-27) are 

. repeated below: 

The Bureau for Private Enterprise ( P R E )  must t ranslate  
the vague language of the Agreement into a concrete 
and coherent Agribusiness Advisory Service (ABAS) 
proposal to  which the Siam Commercial Bank can 
respond. There i s  no evidence that  SCB understands 
the concept in the col lect ive mind of PRE. I t  would 
seem that  neither Washington-based IFC nor PRE have 
the local presence t o  ensure tha t  the concept i s  
understood and implemented. If  permissable, the term 
of the Grant should match the term of the Loan. 

PRE must indicate whether i t  intends to  follow the 
current Project with a similar or larger Project or  
advise i f ,  having conducted this experimental Project, 
i t  i s  pulling out and leaving on-going ac t iv i ty  of a 
similar nature to SCB or USAID Bangkok or both. 
Feedback from the SCB Seminar, Finawing 
Agro-Business, September 1984, indicates there i s  
growing Branch in teres t  i n  the loan concept, t o  which 
the Agribusiness Advisory Service concept i s  related. 

Whether or n o t  PRE stays i n  this ac t iv i ty  i n  Thailand 
long-term, i t  needs the help of an Agribusiness IQC t o  
develop and implement a BAS plan for  i t s  worldwide 
agribusiness loans with grant components. PRE ' s  
Investment Office has neither the time nor  
agribusiness experience to  undertake thi  s activi  ty. 

I t  i s  very important tha t  USAID Thailand's "Strategy 
for Rural Industralization i n  Thailand" be reviewed i n  
terms o f  the role IF1 I s  i n  general, and SCB i n  
particular m i g h t  play i n  implementation. I t s  focus on 
Agro-Processing and i t s  recognition of the need (Small 
Enterprise Assistance Program) for consul tation 
services and entrepreneur training m i g h t  provide the 
basis for the long term USAID commitments that  will be 
needed, particularly i f  PRE sees i t s  involvement as 
ending w i t h  t h i s  Project. 



Finally and in concert w i t h  the above ac t iv i t i e s ,  SCB 
should review i t s  experience w i t h  small and medium 
size term loans for  the agribusiness industry. I s  i t  
a promising business development act ivi ty? Is  i t  
possible to  reach further down into the rural 
agricultural class and begin t o  develop a new target  
group and entreprenurial class. The. current 1 i s t  of 
Subborrowers does n o t  represent a new target  group.  
The current port i fol io  does not require an 
agribusiness advisory service much beyond what i s  now 
provided. Additional discussions should be he1 d 
between SCB and USAID/PRE and Mission to  determine i f  
the loan and related business advisory service 
concepts can be developed to a greater extent than i s  
now the case. 



ATTACHMENT I 

MID-TERM EVALUATION 
AN3 

COMPARATIVE ANALYSIS 
KENYA COMMERCIAL BANK/SIAM COMMERCIAL BANK 

The Projects 

KENYA 
. 

' 'The loan to the Kenya Commercial ~ a n k / ~ e n y a  Finance Company 
(615-T-018), a public institution, in the amount of $2,500,000 
is to provide on-lending, financing and servicing to Kenyan 
owned or controlled small and medium-sized private enterprises 

-. particularly a;ribusinesses, with emphasis on those located in 
rural districts of Kenya. In addition, A . 1  .D. also provided a 
$250,000 grant to cover training expenses :or bank employees in 

' order to provide Business Advisory Services (BAS) to rural, . .- t Snall & Medium Scale Enterprises (SME), and to improve the 
bank's agribusiness credit evaluation process. The grant will 
also assist in the expansion of these capabilities to 
regional/branch off ides. 

- 

'The loan agreement was signed on January 6, 1983, with the KCB 
providing matching funds of $2,500,000. Total commitment: 
$5,25O,C00. The -estimated project completion date is 
~eptember,,l994. L \ 

I 

+- .. Total funds disbursed by September 30, 1984 are expected to 
total $1,040,000. As of August 22, 1984, this project had 27 
active sub-loans. The grant activity is scheduled to beginin 
early October 1984 with the arrival in Nairobi of an IESC 

,contractor to work with Bank personnel to finalize plans fer 
Seminars scheduled for November. 

THAILAND 

The loan to the Siam Commercial Bank (493-T-032), a private 
institution, in the amount of S2,000,000 was to create a 

+- facility to be managed by the Bank, to provide on-lending, 
financing, and servicing to private Thai-owned or controlled 
small and medium sized agribusiness projects located in 

Y 



* districts outside of Bangkok. A.I.D. also provided a $150,000 
grant to' provide training to Bank ?ersonnel, in agribusiness 
term lending. The agreement was signed on September 21, 1982, 

. c 'with the ~ a n k  providing matching funds of $2,000,000 for a 
. sr total commitment of $4,150,000. The estimated project 

* *  completion date is September 30, 1992. 'I 

Total Disbursed to Date: $2,000,000 

'Although this evaluation is viewed as a mid-term review, this 
'project is fully disbursed, with 15 sub-loans. 

I-' 11. Purpose P.nd Timing Of The Evaluations 

The evaluations are being conducted at this time to provide PRE 
with an objective analysis of the success and/or failures of .-. . L these projects. These loans were among the first projects 
designed by PRE, and in the past have been subject to 
considerable scrutiny, including Congressional inquiry. 

The overall study will k:gin in Nairobi on October 1, 1984 and 
be completed In Thailand on or about October 31, 1984. 

. \ , 
'" .. 111. Questions The Evaluation Team Will Answer 

The eva.luation report should address the following essential 
quest ions: 

General 

1. Have the banks met the objectives of the loan and grant 
agreements? 

2. How are these projects contributing to A.I.D. overall 
developnent goals? Host country development goals? PRE 
bureau overall strategy? 

3. Do these projects complement other agricultural 
banking activities in their respective countries? How? 

4. Are there any host government or institutional policy 
, constraints which prevent or inhibit the ability of these 
banks to accomplish the project objectives? If so, 
describe-them, and provide recommendations on how these may 
be overcome and how AID/PRE might avoid such constraints in 
the futur'e? 



5. .What are the important host government regulations or 
legislation affecting the agribusiness sector which have 
helped or hindered the goals of the lending program? 

6. Have there been any significant exterpal phonomena 
which played a role in the success or failure of these 
projects? 

7. Are the banks involved now in new activities as a 
result of the A.I,D. loans? If so, what is the likelihood 
for sustainability w/o future A.I.D. funds? What benefit 
have the AID loans had for the banks involved? What has 
been the impact on the banks activities? 

8. What risks did AID ask the banks to teke? How did AID 
plan t2 compensate the banks for any risks? 

-Have the banks been successful in managlng these new 
activities and the risks involved? 

9. Are these programs being marketed to and through the 
branches and to the agribusiness sector? If so, how? Is 
this marketing successful? 

10, Is AID -assisting in the marketing .in any way? If so, 
how? If not should i t b e ,  and if so, hob< 

11. Did the sub-borrowers know that U.S.A.I.D. was 
involved when they borrowed the money? 

12, Are business advisory services anticipated under the 
project being provided to client companies by the bank? 
Why or why not? Have the AID grant funds intended for 
training'been used to help meet the specific needs of the 
bank in providing needed services to clients or in better 
analyzing/managing an agribusiness :oan portfolio? If so, 
how? If not, why not? 

Will such training be on-going or institutionalized within 
the bank? How was the training disseminated to other bank 
employees dealing with potential sub-borrowers? 

13. Would the banks have lent to these agribusinesses, w/o 
AID/PRE assistance on similar terms? 

14. Are bank established monitoring procedures adequate to 
ensure portfolio quality throughout . 

Kenya Specific 

1. Has other donor activity been a 
7 . :  7 L ,  P " T F  

the life of the loans? 

constraint to 
e n .  . . . hy r  2 n d  \nw? 



2. Bven though the advisory services g-rant is just getting 
underway.., do Seminar plans appear sufficient to rceet their 
needs? What have been the reasons for the delays in 
organizing and implementing the training pcogran? 

3. Does the bank have established procedures to ensure 
that the subloan re-flews go to similar, new borrowers 
during the life of the loan? If not, why not and how does 
KCB plan to proceed with reflows? 

Thailand S~ecific 

1. Has SCB lent to these firms before? If so, are terms 
and conditions of A.I.D. facility .different and, if so, why? 

2. Had SCB provided term-credit in the past? If not, 

.:- = 
would they have w/o A.I.D.'s facility? 

. L. 

. . . IV. Team Composition 

KENYA: The Kenya team will consist of two A.I.D. direct hire 
employees, two U.-S. contractors and a Kenyan economist provided 
by the Mission. Coopers 6 Lybrandls ~airobi'~ffice will 
provide the services of a junior financial anaJyst, if needed. , 

4- ,. 
THAILAND: The Thailand team currently consists of two A.I.D. 
direct hire employees and one U.S. contractor. We are still 

. looking for a U.S. banker. Coopers &.  Lybrand will provide the 
services of a junior financial analyst if needed. - 
All U.S. team members will participate in the pre-departure 

. workshop in Washington D.C. on September 27, 1984 and perform 
the necessary field work as assigned in Kenya and Thailand. 

'Mr. Ludwig Rudel - a U.S. contractor, will lead this team. In 
addition to writing the two evaluation report findings, Mr. 
Rudel will assess the macroeconomic development impact of the 
loans in both countries. He will also be responsible for 
preparing a separate comparative analysis of the two 
institutions' activities under the A.I.D. loans. 

Mr. Charles Gormly - Director of the AID/PRE Office of Policy 
and Prcgram Review will primarily be responsible for ensuring 

'that the evaluation methods used and the commercial and 
developmental:lessons learned are reflected in ongoing AID/PRE . plans, progr'ams and projects. PRE's private sector lending 



program, through IFI1s and coupled with grant technical 
- assistance zunds for institution building, is central to the 

v Bureau's prigate sector strategy and its hopes for replication 
E 'at the Mission level. In addition to assisting with al; 

, , .  aspects of team activities, Mr. Gormly will pwpare an analysis 
*. of the grant funding under each project. 

Ms, Christopher Mock, from the AID/S&T Office of Rural 
:Development will analyze the individual subloan activities and 
'assess- the development impact of the loans on the down-scale. 

Mr. Geza Szurovy, Assistant Vice President, International 
Banking, Bank of Boston, will accompany the team to Kenya to 
prepare the institutional analysis of the Kenya Commercial 

lr*. ~ a n k / ~ e n y a  Commercial Finance Company loan. 

Mr. Peter Ochieng Odoyo, a ~SAID/Nairobi, Foreign Service 
Rational and lrogram economist will accompany the team to 

.:* : 
. b  vis:ts of the subloan activities and provide general assistance 

to the team, as necessary. 

V. Methodolog-' and Procedures 

Two weeks will be spent in each country to r view the loan 
portfolios*and to visit selected sub-loan act'vities. \ The 

' final report and comparative analysis will be prepared in 
6- ,b 

Thailand. An additional week may be required for this 
purpose. A predeparture workshop will be held for the team on 

. September 27, 1984. 

-All team members will be provided with briefing books 
containing pertinent project documentation. 

VI. Fundinq 

Funding will be provided as follows: 

Mr. Gormly & Ms. Mock will be charged against PRE FY 1984 O.E. 
-.* . account. Mr. Rude1 and Mr. Szurovy will be funded under 

existing contractual arrangements the Bureau has with outside 
., organizations. Mr. Peter Ockieng Odoyo will be funded by 

USAI~/Nairobi. . 



* . The team leader will receivz an additional $3000 to be used for 
rr,iscellaneous expenses incurred by the team in-country. For 

* example, secketarial assistance, car rentals, interpreters, 
p 'office space, etc. Receipts should be submitted for the use of . 3. these funds. 

* I  's. 

1 Reporting Requirements 

1. The 
. . . reports 

following topics will be addressed in the two final 
(one for each project): 

Economic Overview 
Economic context of each country setting since 
signing of loan, including the agribusiness and 
financial sectors, and the institutional and 
legal (policy) frameworks affecting them. 

Institutional Review 
Organizational development 
Management 
Lending procedures 
Characterization of portfolio 
Analysis of financial performance 
Training programs, if any 
Procedures for screening sub-lo $I applications 
and for monitoring the portfolio 

Grant Funds for Business Advi:_.ory Services 

Analysis of Subloan Activities 
Amount & terms of loan 
Repayment performance (if any) 
Development Impact 

Accomplishments vs. objectives including: 
Those achieved/not achieved 
~hy/why not 
Unplanned achievements 

Lessons Learned 

Recommendations for redesign, if necessary 
sustainability 
Replicability 



2. Format of the Report 

Each of the two reports will contain the following sections: 

--Executive Summary (guidelines attached). 

--Basic project identification data facesheet (attached). 

--Statement of Conclusions (short and succinct with topic 
identifled by subhead) and recommendations (corresponding 
to conclusions and worded, whenever possible, to specify 
who should take the recommended action); 

--Body of Report (which includes a description of the 
country context in which the project was developed and 
which provides the information on which the conclusions and 
recommendations were based); and 

--Appendices as necessary (including, minimally, the 
evaluation's scope of work and a description of the 
methodology used and, possibly, methodological 
recommendation for future evaluations). 

a. Comparative Analysis 

\+ 
A third report will be submitted which does a comparative 

?i? analysis of the two projects. This particula piece will be 
" * -  most useful to PRE in terms of project replicability in other 

countries of :he overall conceptual framework and approach 
utilized in the two projects evaluated. The analysis should 
focus in two major categories of "lessons learned" or 

C "conclusions drawnw : 

1. Those design/implementation elements that appear to be 
generic -- i.e. they may be applicable in other 
environments when developing similar projects; and 

2. Those design/implementation elements that appear to be 
country andlor institution specific and must be so tailored 
in each case. 

.,* . 
In completing this analysis, parti-ular attention should be 
given to the following: 

' J . . 
, .-. 1. Motivation: What are critical factors motivating . . .  
I commercial lending institutions to participat-e with AID in . .  * .&* , - .  this mark-et -- i.e. lending and other services to small and 

* $  . medium sfzed agribusinesses. 



2. .Management: Lessons acquired about effective 
management of an agribusiness lending portfolio. 

b 

$ 

, ,. 3. Traininq: Expertise required of bank staff, which may 
* V  be gained through training programs, in ofder to be 

effective in analyzing agribusiness investment 
opportunities. 

. 
4. Services: Types of services generally required by 
client companies under this type of lending program and how 
best to provide them. 

Any other lessons which may be learned from the Kenya and 
-. Thailand experiences and which may have relevance in future 

project design efforts also should be articulated. 

4. Submission of the Report 
r, .r 

. 4  

The draft report should be submitted to the PRE Evaluation 
Officer no later than 60 days following commencement of the 
evaluation. 



ATTACHMENT TI 

List o f  Meetings 

I .  Siam Commercial Bank O f f i c i a l s  

1 .  Mr. Prak i t Pradipasen,  Bangkok Cent ra l  Of f i ce  
2. Mr. Kriang Kiatfuengfoo 
3. Mr. Wirut Ruttanaporn 
4.  Mr. rleechai Angsurat 
5. Mr. S u r a t  Worawatpibul 
6. Mr. Worapong Tantadi lok,  Beanch Manager, Phanat Nikhom 
7. Mr. Chokdee Mart-khak-nan-nout, Area Manager, Udorn Thani 
8. Mr. C h a i s i t ,  Branch Manager, Khon Kaen 
9. Mr. Ming, Branch Manager,, Kosoompisai 
10. Mr. Somphan Patarakamol ,' Branch Manager, S r i r acha  
11. Mr. Somchai S u n t a r a t ,  Area Manager, Hatyai 

I I .  Sub-borrowers/Si t e  V i  s i ts  

Marine Aqua Seed Co., Songkla - Ms. Linda Bunnag 
Permpoon Roi-et  Rice Mil 1 ,  Roi-et  - Ms. Permpoon 
Pongsathorn Ltd.,  Khon Kaen - Mr. J a r a t  
Siam Livestock Co. L td , ,  Chonburi - Mr. Vallop Tant ive jakul  
Nipon Sr i suk ,  Chonburi - Mr. Nipon Srisuk 
Thanyaratana Co., Ltd. ,  Chonburi - Mr. Vichai Amaral i k  i t 
Piamsak Nikomchai-Prasert, Panat  Nikom - Mrs. Nikomchai-prasert 
Thaisan Rubber Export Co., Songkhla - Mr. Songchai Chavas i r i  
Kosin Jongcho t s i r i ku l  - Mr. Suphaki t  Namsiripongphan 

I I1  .USAID/US Embassy O f f i c i a l s  

1. Mr. Robert Hal 1 igan, Mission Di rec to r  
2. Mr. Det Tr i s ahd ,  Of f i ce  o f  P r i v a t e  E n t e r p r i s e  and Rural 

Empl oyment 
3.  Mr. Mit Pramuanvorachat, P r i v a t e  Sec to r  Of f i ce r  
4. Ms. A l e x i  Panehal,  P r i v a t e  Sector/Housing O f f i c e r  
5. Mr. John Lyle, Economic Officer, US Embassy, Bangkok 

IV. Others 

Mrs. Vongthip Chumpani 
Vice P re s iden t ,  Bangkok Bank, Cent ra l  O f f i c e  

Mr. Pramook J i  rdpongsatorn 
Managilng Di r ec to r ,  PR. I n t e r  Trade Co., Ltd.  

Mr. Supachai,  Bank of  Thai land 


